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This report, World Economic Survey, 1960, is the 
hirteenth in a series of comprehensive reviews of world 
conomic conditions published by the United Nations. 
t is issued in response to General Assembly resoletion 
18 (IL), in which the Secretary-General was requested 
9 prepare an annual review and analysis of world eco- 
omic conditions and trends. The report is intended to 
aeet the requirements of the Economic and Social 
Jouncil and other organs of the United Nations tor an 
ppraisal of world economic conditions which may 
erve as a basis for recommendations in the economic 
:eld; it is also designed to meet the needs of the general 
vublic. 


The present report is the sixth in the series to contain 
study of a particular problem in the field of economic 
levelopment. Among the subjects examined in succes- 
ive Surveys since 1955 have been a comprehensive re- 
iew of economic growth in the first post-war decade, 
salance of payments problems in relation to economic 
‘rowth, inflation and economic growth and _ post-war 
ommodity trade and policies. In the orld Economic 
‘turvey, 1959, which preceded this report, attention was 
ocused on post-war investment trends and policies for 
conomic development. As a complement to this study, 
vart I of the present Survey contains an examination of 
aving for economic growth and development. Chapters 

and 2 deal with the problem in the industrial and 
inder-developed countries respectively. Both chapters 
malyse the several sources of saving and explore the 
actors accounting for inter-country differences in levels 
sf saving. Trends in saving during the nineteen fifties 
ire also described and the main forces affecting changes 
n saving are identified. Both chapters close with a re- 
jew of the supply of finance for investment and of 
<overnmental policies to reduce financial impediments 
o investment in the various branches of production. In 
-hapter 3, problems involved in the mobilization of 
aving in the centrally planned economies are discussed 
ogether with related problems in the financial planning 
of investment. The chapter draws attention to new 
endencies in the field of financial policies. 


ill 


FOREWORD 


Part II of the Survey examines recent trends in the 
world economy. Chapter 4 provides an analysis of the 
recent situation in the industrially advanced private en- 
terprise economies, special attention being paid to the 
divergent trends in the North American and western 
European countries since the beginning of 1960. Chapter 
9 reviews recent events in the primary producing private 
enterprise economies in the light of the upsurge in im- 
ports and the deteriorating external balance. An assess- 
ment of the economic outlook at the beginning of 1961 
is given for both these groups of countries; this is based 
largely on replies by governments to a questionnaire on 
economic trends, problems and policies circulated by 
the Secretary-General in November 1960. Chapter 6 pro- 
vides an account of recent changes in the centrally 
planned economies. 


The Introduction to the Survey considers recent eco- 
nomic trends in the context of the broader issues of 
economic growth and stability and relates these issues 
to the question of the adequacy of saving. 


The basic data used in the Survey are, in general, as 
published — in 
sources, or as officially reported to the United Nations 
and its specialized agencies. The significance of the 


governmental or inter-governmental 


figures may vary from country to country, depending on 
the statistical concepts and methods followed and on 
the structure and development of the national economy. 
For this reason, the compilation of international statis- 
tical tables requires that attention be given to any im- 
portant elements of non-comparability or qualifications 
attaching to the data; these are usually shown in the 
tables of this report or in the publications of the United 
Nations and of the specialized agencies that contain the 
basic data from which many of the tables have been 
prepared, 


The World Economic Survey is prepared by the Divi- 
sion of General Economic Research and Policies of the 
United Nations Secretariat. 


EXPLANATORY NOTES 


The following symbols have been used in the tables throughout the report: 


Three dots (...) indicate that data are not available or are not separately 
reported 


A dash (—) indicates that the amount is nil or negligible 

A blank in a table indicates that the item is not applicable 

A minus sign (—) indicates a deficit or decrease, except as indicated 
A full stop(.) is used to indicate decimals 

A comma (,) is used to distinguish thousands and millions 

A slash (/) indicates a crop year or financial year, e.g., 1955/56 


Use of a hyphen (-) between dates representing years, e.g., 1953-1955, signifies 
the full period involved, including the beginning and end years. 


References to “tons” indicate metric tons, and to “dollars’’ United States dollars, 
unless otherwise stated. 


The term “billion” signifies a thousand million. 


Details and percentages in tables do not necessarily add to totals, because of 
rounding. 


Certain abbreviations have been used: DLF for Development Loan Fund; EEC 
for European Economic Community; EFTA for European Free Trade Association; 
IBRD for International Bank for Reconstruction and Development; IFC for International 
Finance Corporation; IMF for International Monetary Fund; OECD for Organisation 
for Economic Co-operation and Development; OEEC for Organisation for European 
Economic Co-operation. “Rhodesia and Nyasaland” stands for the Federation of 


Rhodesia and Nyasaland; UAR for the United Arab Republic. 
The term “Congo” refers to the Republic of the Congo (capital: Léopoldville). 


Where statistical presentation has rendered it necessary, “Malaya” has been used 
to designate the Federation of Malaya and Singapore; “South Africa”, the Union of 
South Africa (since 31 May 1961, the Republic of South Africa), South West Africa 
and the High Commission territories of Basutoland, Bechuanaland and Swaziland. 


The designations employed and the presentation of the material in this publication 
do not imply the expression of any opinion whatsoever on the part of the Secretariat of 
the United Nations concerning the legal status of any country or territory or of its 
authorities, or concerning the delimitation of its frontiers, 
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Introduction 


GROWTH, STABILITY AND THE RATE OF SAVING 


Economic slowdown in 1960 


The new decade of the nineteen sixties opened on a 
ontradictory note. On the one hand there was a grati- 
ying increase both in world economic activity and in 
vorld trade. The private enterprise world registered a 
ise of more than 4 per cent in production and of over 
J per cent in the quantum of international trade. In 
ne centrally planned countries, production in industry— 
nough not in agriculture—registered an even greater 
nerease. The expansion was, moreover, achieved with- 
ut undue strain; in relatively few countries, developed 
r under-developed, did retail prices rise by more than 

per cent from 1959 to 1960. Despite this apparent 
rogress, the optimism with which the year had been 
nitially greeted Soon gave way to a considerable 
veasure of disappointment. by the second quarter of 
960 the rate of expansion declined in one industrial 
ountry after another; and though in western Europe 
ates of growth soon began to stabilize, in North America 
re economy slipped into a recession which continued 
arough the first quarter of 1961. Though the decline 
n United States output was mild, it came as a disap- 
ointment, cutting short the period of limited recovery 
rom the earlier recession of 1957/58. 


The contrast between a booming Europe and a lagging 
Jnited States, reinforced by differential short-term in- 
erest rates in favour of Europe, accentuated the flow of 
apital to a point that brought the dollar under specula- 
ive pressure. Notwithstanding the enormous reserves 
it its disposal, the United States was impelled to take 
protective action; for the first time in the post-war 
veriod, it no longer found itself free to determine its 
lomestic economic policy without regard to its balance 
f payments position. Fortunately, in view of an in- 
réased United States trade surplus, the pressure on the 
lollar was quickly relieved as speculative operations 
mn the gold market were brought to an end and the gap 
etween European and American interest rates was 
.arrowed. Action was also taken towards the strengthen- 
ng of both United States and international liquidity, 
s well as towards a greater measure of harmonization 
f the policies of the industrial countries affecting their 
lances of payments. 


Welcome as was the improvement in the United States 
ayments position, it was not an unmixed blessing. In 
) far as the increase in its trade surplus resulted from 

recession-induced decline in its imports, it could not 
ut have unfavourable repercussions on the rest of the 


world. The economies of western Europe, it is true, 
again proved sufliciently resilient to withstand these 
adverse effects. The situation was less encouraging, 
however, in the under-developed countries, since the 
eradual A oilen Valnraens cantonal for 
and supply of primary products during the nineteen 
fifties has rendered their export markets increasingly 
vulnerable to industrial recessions. Even during the two 
years of United States recovery and expansion following 
the 1957/58 recession, export prices of primary products 
had failed to show any real strength. With the oncoming 
of the recession, these prices generally resumed their 
downward drift despite a notable upsurge in raw mate- 
rial imports into Europe and Japan. By the end of 1960 
the index of export unit values of under-developed 
countries had fallen below the corresponding 1959 level 
to a point about 8 per cent below the 1957 average. 
While the rise in their export earnings was thus being 
restrained by weakening price trends, their imports, 
which had been cut back in 1959 following the 1958 
decline in earnings, expanded in 1960. The result wag a 
50 per cent rise in the trade deficit, which generated 
developed countries. 


In contrast to the private enterprise world, the cen- 
trally planned economies continued to expand at the 
unl GoUETER eae oe eich trade with the rest 
of the world plays in their economies, they have found 
it possible to maintain their rate of growth of production 
without regard to whether rates elsewhere are rising or 
declining. 


When recovery began in the second quarter of 1961, 
the 1960/61 United States recession could be character- 
ized in some respects as among the mildest of the post- 
war period. Though it lasted somewhat longer than its 
predecessor in 1957/58, it had not generated as large 
a decline in industrial production or in the gross national 
product. Indeed, despite the fact that the contraction had 
begun as early as May 1960, total “final purchases” of 
goods, that is, the purchases of goods other than for 
inventories, registered a decline—and that a very slight 
one—only in the first quarter of 1961. Statistically, the 
drop in gross national product from the peak level of 
1960 of about $5 billion, or about one per cent, could 
be more than accounted for by the nearly $10 billion 
cutback in investment in inventories. The strength of 
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final purchases encouraged wide-spread hopes that the 
recession would be self-correcting, and led to consider- 
able hesitation with regard to the taking of counter- 
measures. At the beginning of 1961 debate was still 
continuing over whether it was proper to characterize 
the economy as being in a state of recession, whether 
business confidence might not be shaken by such a 
characterization, and whether anti-recession measures 
might not do more harm than good. The new Adminis- 
tration, calling attention to the fact that industrial pro- 
duction had fallen by about 8 per cent, that steel capac- 
ity was being only half utilized and that unemployment 
had risen to five and one-half million persons, declared, 
however, that the economy was in a state of recession 
and advanced a broad programme of executive and 
legislative action for recovery. This programme went 
beyond temporary measures, such as supplements to 
unemployment insurance and speed-up of government 
outlays, which had also been taken during the 1957/56 
recession. It included more permanent measures, such 
as a reduction of mortgage rates and extension of other 
assistance to housing, aid to education and to public 
health programmes, urban renewal measures, and lib- 
eralization of social security insurance. At the time of 
writing, however, though recovery was already under 
way, it was still far from certain how soon this pro- 
gramme would prove effective in restoring economic 
activity to full employment levels. Partly, the uncer- 
tainty reflected the inevitable administrative and legis- 
lative delays before many of the decisions could be 
translated into action. In large measure, however, it was 
due to the moderate financial dimensions of the pro- 
gramme for 1960/61 and 1961/62 in relation to the 
magnitude of the problem as analysed by the United 
States Council of Economic Advisers. 


The United States economy has provedeto be the most 
vulnerable to post-war cyclical fluctuations of all the 
major industrial countries. The I960/76T recession is 
the fourth in twelve years; except for Canada, whose 
economy is closely geared to that of the United States, 
no other industrial country has experienced a compara- 
ble degree of economic fluctuation. The significance of 
these recessions appears, however, to have been widely 
underestimated. Though many reasons have been given 
for discounting the seriousness of the post-war reces- 
sions, a basic factor seems to be a tendency to assume 
that recurrent recessions are inherent in a private enter- 
prise economy ; indeed, a large part of the public seems 
to have come to believe not only that recessions are 
inevitable, but that they are also necessary in order to 
provide immunity against large-scale inflation that 
would be followed by major depressions. 


While it is probably true that the periodicity of post- 
war recessions has been no greater than in pre-war 
years, it may still be of significance, as the Council of 
IXconomic Advisers has noted, that the iptervals between 


successive recessions have been growing progressively 


shorter—from forty-five months between the downturns 
of 1948 and 1953 to thirty-five months between 1953 
and 1957 and to only twenty-five months between 1957 
and 1960. Even if this shortening of the intervals were 
entirely accidental, it would still be striking that it 
should be the world’s major economy which has failed 
to show any improvement over pre-war experience. 
Unlike the rasord of stability of the Unedsistes 20g) 
of most other industrial countries has been vastly better 
than in pre-war years. Nor can western Europe’s current 
achievement be properly attributed—as its progress in 
earlier years could in part—to special factors such as 
the carry-over of pent-up demand from the Second 
World War or the large-scale aid received from the 
United States under the Marshall Plan. Essential as 
these factors were in the rehabilitation of Europe im- 
mediately after the war, they do not in themselves 
suffice to explain the phenomenon of its continued 
erowth—in some cases at extraordinarily high rates— 
long after pre-war peak records of production had been 
surpassed. Clearly, Europe’s current achievements are 


traceable not simply to special factors inherited from 


the past but also to current economic attitudes and 


policies towards zrowth and stability. 


Perhaps another reason for the tendency to under- 
estimate the real cost of recession is that it appears to 
be only a temporary cost, because to some extent, what 
is lost in the downswing of a cycle may be made good in 
the subsequent upswing. Since the post-war fluctuations 
have taken place around a rising economic trend, we 
may even be tempted to believe that the recession loss 
has been more than made good over the cycle as a whole. 
But this is really a statistical illusion that disappears 
upon closer examination. What is relevant in assessing 
real cost is not the absolute level of production but 
whether the full production potential is realized over 
the cycle. If the expansion phase were sufficiently vigor- 
ous to carry output above normal full-potential levels 
—if, for example, as was the case during the war, it 
were to involve abnormal additions to the labour force 
or lengthening of the normal work-week or an increase 
in the number of work-shifts—then the expanded 
potential of the boom phase would offset the loss of 
potential production during the recession. If, however, 
as has been generally true in peace-time, the recovery is 
at most adequate to carry production and employment 
to normal levels of full utilization without any special 
enlargement of the capacity to produce, then the loss 
of potential output and employment during recession is 
not offset during the subsequent expansion and the 
recession loss is a permanent loss. 


But perhaps the most important cause of the inade- 
quate assessment of the seriousness of recessions has 
been their mildness in the post-war period. In the United 
States the Tongest downswing—that of 1953 /54—lasted 
only thirteen months, and the maximum contraction in 
gross national product recorded—in the recession of 
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(1957/58—was about 5 per cent. Except for 1953/54, 
when there was a large cutback in government expendi- 
‘ture on military account, the major element in the con- 
traction of economic activity has been a reduction of 
investment in inventories. True, there has also been 
‘some decline in investment in plant and equipment in 
‘the last two recessions, but this has been largely or 
wholly offset by rising government expenditure and con- 
‘sumer outlays on services. The United States economy 
‘has thus proved sufficiently stable to avoid any major 
‘repercussions of the reduction in inventories upon final 
purchases, and the market has been able to right itself 
sas soon as the inventory position has been corrected. 


The mildness of the downturns has encouraged con- 
siderable public debate as to the performance of the 
economy in the post-war period. Should such downturns 
be properly considered recessions? Should they not be 
regarded only as inevitable periods of rest or of rolling 
readjustment that are required to pave the way for the 
subsequent period of expansion? Even granting that 
the downturn involves a temporary rise in unemploy- 
ment, should the burden of such unemployment be 
considered intolerable so long as it is not unduly pro- 
longed and compensation is provided to alleviate the loss 
of wage income to the unemployed? May there not 
even be a question whether there has in fact been any 
downturn in national product? Perhaps the real gross 
national product has been consistently underestimated 
because of our inability to make adequate allowance for 
continuing technological improvements in goods and 
services, and as a result, price increases have been 
overstated and increases in output understated. Is the 
increase in unemployment due to inadequacy of effec- 
tive demand for goods and services, or is it essentially 
of a structural character, reflecting the inability of the 
labour force to adjust sufficiently rapidly to the changes 
in the pattern of production brought on by an accel: 
erafing rate of technological innovation’ Must not the 
problem of unemployment therefore be resolved Dy 
measures toi ase y and mobility of 


the tabour si rather than by means of an increase 
in effective demand ? 


Whatever answers may be given to such questions, it 
seems doubtful whether these questions really address 
themselves to the basic problem of the adequacy of 
recent rates of economic growth. Here the crucial ques- 
tion is whether the leading industrial countries are 
making full use of their production capabilities and 
whether these capabilities are being increased as rapidly 


as is consistent with the maintenance of other econamix 
and social objectives, including rising levels of 
and internal and external stability, There can be | 
doubt that the manpower released by technolozical 


overcome by a more rapid rate of increase in 


effective demand. A faster rate of advance in technolesy 
and productivity has 


western European countmes trom maintains 


eT man 


not precilug@ed Many 


=— siiutti 


Republic of Germany, not only the manpower released 
by an advancing technology but also the abnormal add 


tions to the labour force from large-scale immigration 


were absorbed by the rapid rate of increase in output. 
It can hardly be doubted that in the United States, like- 
wise, if effective demand were to rise suficiently it could 
readily absorb the wide-spread unemployment and re- 
store the rate of utilization of productive capacity te 
more nearly normal levels. 


The notion that the recessions have been mild is hased 
on the assumption that once the downturn is reversed 
the economy is able to realize its full potential of pro- 
duction and employment. In that case the recession loss 
may be measured by the decline from the preceding 
peak. If, however, as has become increasingly true of 
the post-war years, even the periods of expansion prove 
less and less adequate to provide for normal Tull capa- 
city Tates of utihzation, then the _pre-recession peaks 
themselves become irrelevant as benchmarks for measur- 
ing eCoOnomic n such cases, there may still be con- 
tinuing Tosses of potential production and employment, 
even when the absolute level of activity is on a rising 
trend. And if population and labour foree are con- 
stantly expanding, unemployment may then 
rising trend even though employment is inc : 
the same tim’. According to estimates of the Council 
of Economic Advisers, the loss in potential gross na- 
tional product in the first quarter of 196] amounted 
to approximately 10 per cent of the total, or about $50 
billion, even though the decline from the preceding peak 
was only about one-tenth that amount. To achieve full 
recovery by the end of 1962 it would be necessary not 
only to restore this $50 billion but perhaps half as much 
again to allow for the increase in labour force and the 
addition to productive capacity that is taking place in 
the meantime, 


Osses, 


The issue of growth and stability 


Viewed in terms of the need to restore output to full 
potential levels, the problem thus ceases to be one merely 
of recovery from recession. It becomes instead a con- 
tinuing problem of promoting steady growth at full 
potential rates. Even the familiar phrase of “maintain- 


ing full employment” ceases to be an adequate descrip- 
tion of the task. What is required is not merely to main- 
tain a high level of output and employment but to 
sustain a steady rate of growth that is adequate to absorb 
each year’s new entrants into the labour force as well 
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as the manpower released by advancing technology and 
rising productivity. This problem has not been confined 
tocountries such as the United States and Canada, which 
have experienced a high degree of cyclical instability. 
It has also been typical of some countries 1n western 
Europe, most notably the United Kingdom, where eco- 
nomic activity, though relatively stable in the short 
term, has moved sluggishly over the longer term. In 


—_— 


high as 9 per cent and more in Japan and in the neigh- 
hourhood of © per cent per annum in the Federal Repub- 
lic of Germany and Italy, the rates of growth—in_the 
Untred-Kimedom andthe United States over the past five 
years HAVEG TERT GuIy a Ble aves 2 per cent, In Both 
ees reseninn ccnitioat decline from the 
average prevailing in the first half of the decade of 
the nineteen fifties. 


The debate over the magnitude and significance of 
recessions is thus seen to be part of a larger issue rela- 
ing to the long-term performance of the economy. That 
issue, discussed at some length in the volumes of the 
World Economic Survey since 1955, is over the ade- 
quacy of the long-term rate of growth. The debate is not 
limited to the United States but is paralleled in many 
parts of the world, both developed and under-developed. 
The central question in the debate concerns the proper 
balance to be struck in national economic objectives 
between price stability and long-term economic growth. 
In many countries—recently including also the United 
States—the issue has been further complicated by the 
problem of reconciling equilibrium in the balance of 
international payments with the m@intenance of econo- 
mic growth. Though the specific arguments have 
changed with the evolution of economic institutions and 
of economic analysis, the debate over stability and 
growth has been at the centre of public policy ques- 
tions in every major industrial crisis of inflation or 
depression for more than a generation. In recent years 
the differences have been considerably narrowed, both 
sides having moved away from extreme positions. Dur- 
ing the great world depression of the nincteen thirties, 
a large segment of public opinion in industrial countries 
was still opposed to government measures for expansion 
of effective demand on the grounds that they might lead 
to inflation. Today, however, no one would suggest keep- 
ing unemployment at whatever levels might be required 
to prévent prices from rising. Immediately after the 
Second World War, on the other hand, an influential 
segment of public opinion, particularly in underdevel- 
oped regions, was apparently prepared to support infla- 
tion as a means for promoting economic development. 


Today no one would propose to finance capital forma- 
tion for economic growth through forced savines from 
large-scale inflation. Despite this narrowing of the de- 
bate, however, the issue of economic stability and growth 
remains far from resolved. : 


Until fairly recently the view that had gained the 
widest acceptance seems to have been that there was in 


fact no issue to be resolved. It seems widely to have been 
believed that there could be no possible conflict between 
the objectives of economic stability and economic 
zrowth. This thesis was based on the assumption that 
inflation can exist only when there is excess demand and 
that its elimination cannot therefore interfere with the 
full utilization of productive resources. In its simplest 
form the reasoning seems to have derived from the fact 
that a rise in general prices necessarily involves an in- 
crease in money expenditures in relation to the value of 
goods and services at existing prices. From this it was 
concluded that inflation represents “too much money 
chasing too few goods” and that siphoning off only the 
excess money so as to achieve economic stability will not 
render effective demand inadequate for full production 
and full employment. In its more analytical form the 
argument derived from the traditional body of economic 
theory, based on a perfectly competitive system, in which 
prices and wages are continually adjusted so as to 
eliminate any excess demand or supply. In such a sys- 
tem prices and wages come to rest when demand equals 
supply. Since a continuously rising trend can thus occur 
only if excess*demand is constantly ing, the 
solution to rising prices is inevitably to restrict demand 
to of Tevel that equals supply, Socata sem 


way reduce output below maximum attainable levels, 


since it is only the excess of demand abov inable 
supply that aeiniatel aad oikedaes ee to 
absorbattainable supply. In either case, whether the 
simpler or more complex analysis was employed, the 
possibility of any conflict between economic stability and 
economic growth was eliminated. 


This view of the problem of inflation and economic 
growth has now come to be increasingly questioned. A 
growing consensus has emerged around the thesis that 
in the real world as distinct from the theoretical model 
of a perfectly competitive system, inflation cannot be 
automatically equated with an excess of aggregate de- 


mand_over supply. In the real wortd-where-prices-are 
dotetrtined pat kieouti a eee col- 
lective wage-bargaining and hy government regulations, 
demand in some markets may exfeed, and in others fall 
short of Nsupply. In such cases inflation is not neces- 
sarily symptomatic of a general excess of demand over 
supply; though price increases may originate in markets 
where demand is strong they may spread to other mar- 
kets, even where supply is excessive. A cumulatively 
rising price trend may thus develop despite considerable 
slack in production and employment. Under these cir- 
cumstances it will not always be possible to resort to 
a policy of restraint of demand for the stabilization of 
prices without adversely affecting production and em- 
ployment. Where inflation is, in fact, due to excess de- 
mand it may Be eliminated by demand restraint without 
such adverse effects. Where, however, as has been true 
of the creeping inflation of the nineteen hfties, a cumu- 


latively rising price trend develops side by side with 
slack in production an employment, inftatior 
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onger be eliminated by restraint of demand without 
name to the slack. This does not necessarily mean that 
an objective of rapid economic growth cannot be recon- 
iled with a goal of price stability; it only means that 


‘t_ cannot be reconciled with a policy of restraining 
demand when there is already slack in the economy. 


This point bears emphasizing because cases in which 
zovernments have succeeded in achieving high rates of 
zrowth together with price stability are frequently cited 
as evidence in support of the thesis that. restraint of 
jemand to keep prices from rising will not interfere 
vith the rate of growth. But the issue is not whether 
there is a positive rather than a negative correlation 
between rates of growth and rates of change in price. 
A rapidly growing economy may, through the stimulus 
it provides to high rates of investment, technological 
innovation and increasing productivity, be more con- 
duéivétoprice stability than is a sluggish economy. 
Thus, the issttg_is not whether economic growth and 
reasonable price stability are in principle irreconcilable. 
The issue is rather whether a conflict between the two 


. 5 5 : 
zoals may arise in fact if price stability Is pursued by 
"a policy of restraint of demand .egardless of the degree 
of slack in the economy. 


Although the emerging consensus over the causes of 
inflation has greatly clarified the issues under considera- 
‘tion, it has not yet led to a comparable consensus on 
licy decisions. The debate over policy is now based 
not so much on disagreement over points of economic 
analysis as on differences in assessment of the degree 
of inflation or of slack to which the economy may be 
exposed, as well as on differences in value judgements 
-as to the relative costs and benefits of economic growth 
and of price stability. One segment of public opinion 
shuns the risk-taking of a growth-oriented policy for 
the security of price stability. According to this view, 

inflation represents the main long-term economic danger 
to the economy while the long-term rate of growth is as 
high as resources permit. The danger of inflation is 
assumed to be so great that no rate of price increase 
can be countenanced; creeping inflation is bound to 
accelerate to a gallop. Even if inflation may in theory 
be due to many factors and not to excess demand alone, 
the.existence of any unnecessary slack in the economy 
_is assumed improbable so long as prices are rising along 
with production. Thus, according to this viewpoint, it 
is mot the rate of utilization of productive capacity nor 
the rate of unemployment but rather the movement of 
prices which serves as the appropriate measure of the 
adequacy of effective demand. Though the rate of growth 
in dutput may be lower than normal, though the rate of 
utilization of productive capacity may be declining and 
the rate of unemployment increasing, a rising trend in 
prices, particularly if it accompanies an increase in 


output, is taken as a symptom of excess demand and 


therefore as a signal for a policy of restraint of dema 
This con i ing and public 


policy of recent years upon the danger of inflation is 


now reine to pe increasingly challenged by the thesis 
that the main danger to the economy lies in an-inade- 
rowth, and that the risk of 
inflation is not so great as to require a policy of restraint 
upon aggregate demand while there is yet so much 
slack in the economy. This currently developing re- 
orientation is visible in the United States Administra- 
tion’s diagnosis of the need for policies to achieve not 
merely recovery from recession but also long-term full 
utilization of productive resources. It is even more evi- 
dent in its proposals for investment in human and nat- 
ural resources as well as for the stimulation of investment 
in plant and equipment designed to increase the rate 
of growth of the potential levels of production and 
employment. If this reorientation has been correctly 
diagnosed, an expansion of the rate of growth of the 
United States economy might well be expected. 


Such a growth-oriented policy, it may be noted, does 
not necessarily mean sacrificing price stability and em-_ 
bracing inflation. Rather it involves a shift in the 
methods of fighting inflation from primary reliance on 


measures to restrain demand to the inctuston of poticies 


designed to accelerate the rate of expansion of incomes 
See hesayelab[e cupplersinrocdiven cement pplies of goods and services. In a 
world in which inflationary pressures are so largely 
the result of mutually frustrating attempts of various 
income-earning groups to increase their respective 
shares of the national product, it is not unreasonable 
to expect that an increase in the size of the total share 
to be divided will contribute to some relaxation of the 
pressure. To the extent to which an increase in prices 


results from a larger rise in wages than in productivity, 
the stimulus to output per man that is imparted by 


higher investment and a higher rate of growth of na- 
tional product may very well slow down rather tan 


accelerate the rising trend in prices. 


That this assumption is not altogether unrealistic is 
evident from the fact that the rate of increase of prices 
in the Federal Republic of Germany and Japan has been 
dom despite the very much higher rates of growth of 
national product. Should it appear, however, that an 
acceleration of the rate of growth might, in fact, in- 
crease the risk of inflation before the full potential of 
production is realized, other measures could still be 
taken to reduce the risk without curbing the rate of 
growth of production. In some countries governments 
have helped to shape prices, not only by throwing the 
weight of their moral influence in favour of price 
stability, but also by establishing machinery to ensure 
that the public interest in stable prices is effectively 
registered at the bargaining table. Every government 
also has at its disposal a vast array of powers to 
strengthen competitive forces in the process of price 
formation, whether it be through anti-monopoly legis- 
lation or through foreign trade policy. By means of 
such measures governments can make a powerful con- 
tribution towards the maintenance of reasonable price 
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stability without necessarily curbing the rate of growth 
of output. 


It is frequently questioned whether this can be 
achieved without the introduction of direct price and 
wage controls that would endanger prgate enterprise. 
This question, however, seems to be based on a simple 
extrapolation from war-time experience when vast 
resources had to be shifted from personal consumption 
to military outlays and to investment in military pro- 
duction. Under such extraordinary conditions of excess 
demand, involving enormous budget deficits and wide- 
spread shortages of goods of all types as well as of man- 
power and productive equipment, direct controls on 
prices and wages and, in many instances, even rationing 
of supplies did in fact prove necessary to curb inflation. 
But from this it does not follow that controls of similar 
type might prove necessary to preserve price stability 
under high peace-time rates of growth, in the absence 
of budget-deficits and in the absence of any important 


shextages of goods and productive resources. Where js 
no evidence to show that under such circumstances the 


eovernment’s moral influence and its powers of educy: 


¢ 


tion, pesuasion nd ene ee not suffice 
to maintain reasonable price stability along with eco- 
nomic growth based ofthe full realization of the pro- 
duction potential. Nor does the post-war experience of 
countries with very high rates of growth lend support 
to such a thesis; the price stability of the Federal Repub- 
lic of Germany and of Italy, which, as already noted, 
was no less than that of the United States and the United 
Kingdom, was achieved without any greater degree of 
direct price intervention by government. And if it be 
said in reply that these countries succeeded in achieving 
price stability with such high rates of growth only 
because of sound monetary and fiscal policies, the 
answer is that it is not an unsound menetary and fiscal 
policy which is called for by those who seek greater 
emphasis on economic growth. Evidently the countries 
with very high rates of growth did not prevent demand 
from approaching the full production potential of the 
economy. Yet, though they achieved as high a degree 
of price stability, they were not obliged to intervene 
in the process of price formation any more than coun- 
tries with low rate of growth. 


The adequacy of saving 


Among the most important factors inhibiting the ac- 
celeration of the rate of growth in the leading industrial 
countries is the wide-spread concern over the adequacy 
of saving to finance a higher rate of growth without 
inflation. Frequently this concern is coupled with the 
fear that an acceleration in the rate of growth is likely 
to involve permanent budget deficits. The coupling of 
budget deficits with inflation, as if the two phenomena 
were indeed synonymous, is understandable in the light 
of historical experience with galloping inflation. Un- 
doubtedly all instances of severe inflation crises—espe- 
cially those associated with war or with post-war collapse 
of an economy—have been marked by uncontrollable 
budget deficits. In war-time, when vast resources had 
to be shifted from personal consumption to military 
use, and when government expenditure became so 
swollen that it was simply not possible to increase taxes 
sufficiently to finance the government’s requirements, the 
inflation was inevitably reflected in a huge budget defi- 
cit. Similarly, immediately after the war, in countries 
where productive resources had been destroyed and all 
goods were in short supply and confidence in the cur- 
rency had disappeared, it was again inevitable that the 
resulting hyper-inflation should be marked by seemingly 
uncontrollable budget deficits. . 


Yet, the experience with such cases of galloping in- 
flation, particularly with the phenomenon of hyper- 
inflation, is not an adequate guide to the problems of 
financing an increase in the peace-time rate of growth 
of the economy. Indeed, in the peace-time context of rais- 


ing the rate of growth there 1 n0-unique retationship 


between budget deficits and inflationary pressure of 
excess demand. lle Dudget deficits may sti ea 
cause of excess demand, it is possible to have a budget 
deficit without any excess deman € other 
hand, it is also possible to have excess demand without 
a budget deficit, even with a budget surplus. During a 
recession when private investment falters, it is now uni- 
versally recognized that it may be necessary to resort 
to a budget deficit either through an increase in govern- 
ment expenditure or through a reduction in taxation in 
order to achieve recovery. In fact, all modern industrial 
economies have features built into their fiscal system 
designed to generate a budget deficit automatically in 
case of recession. A deficit under conditions of recession, 
far from creating pressure of excess demand, merely 
permits demand to rise to the level of productive capac- 
ity by filling the gap between the rate of saving at full 
employment and the lagging rate of investment. Sg long 
as productive capacity is not adequately utiliz itis 
still possible to increase the supply of goods and services 
there is no reason why an Increase in demand, even if 
in the circumstangps it is generated by a budget deficit, 
should necessarily lead to inflationary pressure ofde- 
mand »ply; the additional demand can.be 
matched by a corresponding increase in output instead 
of being dissipated by a rise in prices. On the other 
hand, in a boom, if private investment demand expands 
sufficiently to overtake the rate of saving at full employ- 
ment, the outcome is likely to be inflationary pressure 
of excess demand upon supply, unless the government 
can raise taxes sufficiently or the net supply of imports 
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wn be adequately expanded so as to equate demand 
yd supply once again. But if in this instance inflationary 
qressure does develop as a reM@it_of the investment 
4 WOM seater raoreikclyito he accompanied br a 
adget surplus than by a budget deficit. For if the 
gidget had been balanced before the boom began, the 
se in income generated by the investment boom would 
itomatically yield higher government revenues, and 
iless the government deliberately reinforced the in- 
J ationary pressure by simultaneously increasing its own 
<penditure or reducing tax rates, the inflationary pres- 
ire would be accompanied by a budget surplus. 


It follows that there is no unique relationship be- 


veen budget deficits and inflation: while the two may 
‘ course go hand in hand—and indeed generally do 
» in major crises—there may also be budget deficits 
qithout inflation, as in periods of recession, or inflation 
ith budget surpluses rather than with deficits, as during 
sriods of investment boom. To maintain a high rate 
* growth without inflationary pressure of excess de- 
and and with a balanced budget, it is necessary to 
isure that the rate of private saving @Hould equat the 
ate Of investment that is required for the desired rate 
? Mowth- Should the rate of investment exceed the 

= Of private saving that will be forthcoming, the 
ssult would be inflationary pressure accompanied by a 
udget surplus. On the other hand, should the rate of 
ivestment fall short of the rate of private saving, the 
esired rate of growth might be attained through a 
udget deficit, but such a budget deficit which merely 
lls the gap between private saving and investment 
‘ould only equate demand and supply rather than 
enerate any pressure of excess demand. Only if the 
overnment should persist in increasing its expenditure 
v@p alter investment had begun to catch up with the 


ate of private saving, could a budget deficit be iden- 
ified with inflationary pressure of excess demand. 


It is instructive in this context to consider post-war 
xperience in saving for economic growth. As an exten- 
ion of the study in part I of last year’s World Economic 
survey? of the interrelationships between investment 
nd economic growth, part I of the present Survey 
xamines at some length the sources of saving for post- 
var growth. The picture that emerges is a complex one, 
ar more complex, indeed, than that of the relation 
»etween investment and economic growth. Nevertheless, 
-ertain conclusions do seem reasonably certain. The first, 
as may be seen in chapter 1, is that there has been no 
endency among the industrially de#®loped countries 
“or Be raw of national product to be 
.ecompanted by budget dehicits. The tendency has, if 
Beaiae bean the other way round, that is, for high 
zrowth rates to be accompanied by relatively large 
pudget surpluses. Both private saving—particularly of 
nouseholds—and piblic saving appear, to have been 
positively correlated with rates of growth. High fates 


| 
1 United Nations, World Economic Survey, 1959 (Sales No.: 
60:11.C.1) . 


of investment and high rates of growth of national 
product and income have tended to be accompanied 
by high rates of household saving as well as by substan- 
tial excesses of government revenue over government 
expenditure. Loy rates of investment and low rates of 
growth, on the other hand, have tended to be accom- 
panied by relatively low rates of household saving as 
well as by significantly smaller budget surpluses. 
Though ationship 1s rom perfect, it is never- 
theless striking that it should emerge so clearly in an 
inter-country comparison, particularly when account is 
taken of the wide variety of factors determining the 
proportion of resources devoted to government expendi- 
ture and revenues in different countries, as well as of 
the heterogeneity of forces determining the level of 
household saving among even the industrially developed 
countries. Despite the very considerable differences in 
all these respects, it still appears reasonably clear ihat 
high rates of investment and growth have tended to be 
associated with relatively large budget surpluses, and 
low rates of growth with relatively low budget surpluses. 
The notion, therefore, that high rates of growth are 
lilf€ly to involve permanent deficit financing does not 
find any support in the post-war evidence of the inter- 
EDUniry experience. saa ae 


Equally evident from the post-war data is the absence 
of any meaningful correlation between country rates of 
growth or of investment and the balance of payments 
on current account. Export balances were to be found 
among countries with both high and low rates of growth, 
and the same was true of import balances. This is under- 
standable in view of the wide variety of possible rela- 
tionships between rates of growth and the balance of 
payments. Since the external balance is influenced not 
by investment alone but represents the difference be- 
tween domestic saving and domestic investment, and 
since investment decisions and saving decisions are made 
independently under separate sets of influences, it is 
clear that the difference between saving and investment 
may be positive, zero, or negative at both high and low 
rates of investment. In general, it might be expected that 
in a country where investment is rising more rapidly 
than elsewhere, saving would be more likely to fall 
short of investment, so that a relative increase in the 
rate of investment would tend to be accompanied by a 
deteriorating export balance. But while such a correla- 
tion between relative year-to-year changes in investment 
and in export balances has been observed during the 
post-war period, no such correlation is visible between 
average levels of investment and of export balances 
among countries over the post-war period. The absence 
of correlation is due not only to differences in the in- 
fluences affecting domestic saving among countries, 
which tend in large part to offset the effect of differences 
in investment levels on the balance of payments. It is 
also due in part to the fact that saving and investment 
decisions are themselves not entirely determined by 
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by external market forces. Thus, a country favourably 
sffiated with respect to export markets is more likely to 
generate an excess of saving over investment and there- 
fore to experience an export balance than is a country 
less favourably situated. And to the extent to which a 
high rate of investment makes possible a more rapid 
expansion of export industries, high rates of investment 
may thus be accompanied by an excess of domestic sav- 
ing over inygstment and an export balance rather than 
the reverse. It is not surprising, therefore, that no simple 
correlation between rates of i al 
balance can be found. 


While the data on inter-country variations in rates of 
investment and saving do suggest that the financing 
of relatively high rates of investment has not been so 
formidable a task as might be imagined in countries 
with relatively low rates of investment, they do not in 
themselves provide a sufficient guide as to the ease with 
which additional financing is likely to become avail- 
able within any country that may seek to increase its 
rate of economic growth. An attempt is made in chapter 
1 to examine this question on the basis of data rel#ing 
to the changes experienced from the first half to the 
second half of the decade of the nineteen fifties. Though 
in view of the limited information that has been avail- 
able, the findings must be considered as highly pro- 
visional, they do indicate at least one important factor 
tending to link changes in private saving with the rate 
of economic growth. While there seems to have been 
little correlation of rates of economic growth with 
Sins eve ucnIcTir issu ine ma cae canteen aclenon 
is evident with changes in personal saving out of per- 


sonal disposable income. Evidently the higher the rate 


Se 


of growth of per capita personal income, the greater 


has been the tendency for changes in personal consump- 
tion to lag behind, and the greater, therefore, has been 
the increase in the rate of saving out of such income. 
Othef factors, however, have also influenced the changes 
in the rate of saving; in particular, the lower the initial 
rate of saving and the greater the shift in the distribu- 
tion of income in favour of income from property, the 
greater has been the increase in the rate of saving. In 
many cases the increases in private saving were so large 
as to permit governments to reduce tax rates from the 
high levels prevailing at the beginning of the decade. 
In very many instances, aided by an improvement in 
the terms of trade in the course of the decade, domestic 
saving even rose sufficiently in relation to investment 
to yield an increase in the balance of exports over 
imports with the rest of the world. 


Judging, therefore, from the post-war experience, 
there segms little basis for the fear prevailing in some 
countrie: 
give rise to unmanageable pro s of imbalance. The 
data examined in chapter I demonstrate that some coun- 
tries have achieved rates of growth as much as two or 
even three times as high as that prevailing in other 
countries without incurring any greater degree of price 


inflation, or relying upon permanent budget deficits, or}, 
encountering balance of payments difficulties, or resort-§ 
ing to a system of direct controls that is inimical to] 
private enterprise. On the contrary, the higher rates of 
growth have themselves contributed, through inereasingg 
prodictivity, tawgrds ele en pres-¥ 
sure from rising costs of production. They have afforded 

a powerful stimulus to private saving, partly by ratsing 
incomes faster than consumption levels could be ad-f 
justed and partly by bringing within reach of mass} 
incomes such items as major durable goods and housing 
for which saving is necessary. At the same time, in coun- 
tries with progressive tax systems, the enerated (|) 
such increases in government revenues as to make pos- }} 
sible'significant reductions in tax rates and increases in| 
pulfig consum pon expenditire wanes eee the / 
bugget into deficit. And far from generally leading to 

BP ee difficulties, the hig Mate: bt crow 
have introduced an element of flexibility in the, indus- 
trial structure and have increased the competitive 
steele of ex pore aidetciex to sneer aeieet a port industries to such an extent\that they 
have been frequently accompanied by active rather } 
than passive trade balances. 


This does not mean, of course, that a programme for | 
raising the rate of investment to increase the rate of 
growth is altogether free from any risks of imbalance. 
But the data do suggest that the risks are far less than 
is frequently assumed in countries with low rates of 
investment and, above all, that they are amenable to 
control by appropriate government policy. It is impor- 
tant to bear in mind, however, that the policy needed 
to cope with the risks of imbalance lies not only in the 
national but also in the international sphere. Risks of 
external imbalance depend not on the domestic policies 
of the country alone, but also on the policies of the 
countries with which it is linked in trade and payments. 
Here a major difficulty stems from the fact that in the 
course of the post-war period an unstable equilibrium 
appears to have been achieved in which the trade bal- 
ances of the major industrial countries are ee 
priately related to their respective rates of capital trans- 
fers. Some countries with relatively high rates of growth 
have achieved an export balance on current accountzin 
excess of their readiness to lend abroad, while other 
countries with a considerably lower rate of growth lend 
abroad at a rate in excess of their export balance. In 
the absence of appropriate policies designed to bring 
capital flows in better relation with respective balances 
on current account, this unstable external equilibrium 
may act as a serious deterrent against programmes for 
increasing the rate of growth in the leading industrial 
countries. In view of the economic importance of these 
countries, this deterrent may inhibit not only their own 
rates of growth but the rate of growth of the entire 
world economy. 


There can now be little doubt that a modern industrial 
economy is capable of sustaining much higher rates of 


growth under conditions of stability than had hitherto 
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yren deemed feasible. There is regrettably less basis 
4r optimism in the post-war experience of the under- 
|.veloped countries. It is true, as was shown in the 
forld Economic Survey, 1959, that many under- 
veloped countries succeeded during the nineteen fifties 
| significantly raising their rates of investment® The 
ita even indicate that on an ageregate, though’ not, 

course, on a per capita, basis the under-developed 
/untries attained a rate of growth of domestic product 
mparable in percentage terms to that of the developed 
vuntries. Nevertheless, an examination of the record 
meerning the sources of financing of their economic 
‘velopment is far from reassuring. As will be seen 
rom chapter 2, the increases that have taken place in 
se rate of investment of under-developed countries have 
en largely financed by increases in foreign saving in 
ve form of a balance of imports over exports of goods 
id services. Of twenty-eight countries for which data 
we available, only nine registered an increase in do- 
estic saving from the beginning to the end of the 
neteen fifties, and of these only three recorded such 
1 increase in excess of 2 per cent of gross domestic 
‘oduct. Despite some rise in per capita incomes of 
useholds and in government revenues, neither private 
er public saving has shown any wide-spread tendency 
increase. At the private level, saving ratios have 
-clined more often than they have risen. In part this 
fas due to a relative shift in the distribution of income 
om property owners to wage earners, reflecting in 
me instances reductions in profits from export sales 
ith the long-term weakening of commodity markets. 
1 most instances this tendency was also reinforced by 
e expansion of industrial employment which has 
.creased wages in relation to other incomes. The effect 
* this shift in the distribution of income upon saving 
Hatios has been greatly enhanced in most countries by 
1e impact of increasingly rapid urbanization upon 
2mand for consumption, both because of the expense 
ivolved in the establishment of new homes and because 
1e needs and conventions of urban living often tend to 
enerate a higher permanent propensity to consume. 
lhe effect of urbanization upon consumption has not 
teen limited to the private sector, but has on the con- 
‘ary made necessary parallel increases in public con- 
umption expenditure. This factor, together with the 
eneral influence of a rapidly rising population and a 
sowing awareness of government responsibility for 
romotion of economic and social welfare, has every- 
there led to higher levels of public expenditure for 
onsumption. The result has been a rather limited rise 

public saving in relation to output despite fairly 
seneral increases in government revenues. Given the 
rgent need for increasing the rate: of investment, it is 
lear that a great deal more remains to be done in 
iender-developed countries tO ivate saving 
kind to increase public revenue, reduce non-essential 


ublic expenditure and increase public saving. 


Given the very limited success in raising domestic 
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saving, the increases in investment that have taken place 
have had to be financed in large part by increasesein 
foreign saving. Except to the limited extent to which 
drawings upon gold and foreign exchange reserves or 
short-term borrowing may have been possible to cope 
with fluctuations in the balance of payments, the major 
source of foreign saving has, of course, been the annual 
net flow of long-term private and public capital. Despite 
a gratifying expansion in this flow, the problem of 
obtaining adequate financing for economic evelopment 
remains acute. Not only is the aggregate still much too 
low to provide a basis for developing a self-sustaining 
rate of growth, but—what is no less important—its dis- 
tribution among countries also remains highly uneven. 
So far as concerns private capital, the flow has been 
highly concentrated in countries with expanding export 
markets and with relatively high per capita incomes. 
As may be seen in chapter 2, out of thirty-one under- 


developed countries for which data are available, seven 


with per capita ineome_of over $300 accounted for 
nearly half the total flow of private-capital_over_the 
decggle of the nineteen fifties. Some countries with 
expanding exports have received as high as 4 or 5 
per cent of gross product in private capital, whereas 
countries with stagnant exports have received less than 
one-half of one per cent of gross product. Moreover, 
the degree of concentration of the flow of private capital 
has tended to increase rather than decrease in the course 
Ghahedecadeg == =.=, tt era a 

To some extent this concentration has been offset by 
the distribution of public capital flow which has been 
more heavily weighted in favour of countries with lower 
per capita incomes. This tendency, in fact, became more 
pronounced in the course of the nineteen fifties, more 
than two-thirds of the increase in public capital funds 
from the beginning to the end of the decade having 
been directed towards countries with per capita incomes 
under $200. Thus, though the distribution of public 
capital flows is inevitably influenced by special factors 
of a political nature, it is evident that governments have 
become increasingly aware of the essential role of for- 
eign economic aid at the present stage of economic 
development of the less developed countries. 

As a counterpart to the study of the sources of saving 
for economic growth and development of private enter- 
prise economies, chapter 3 of the present Survey ex- 
amines the nature and sources of saving in the centrally 
planned economies. In these countries financial plans 
and policies are subordinated to the general economic 
plan. In contrast to the private enterprise economies, 
where decisions to save and invest may be made in- 
dependently so that investment decisions may at times 
exceed and at others fall short of decisions to save, in 
centrally planned economies no such dichotomy in 
decision-making exists. Instead, investment decisions are 
based on the estimated needs for an expansion of physi- 
cal capacity to meet output targets, and the saving to 
finance such investment is simultaneously provided in 
the economic plan by means of the appropriate alloca- 
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tion of resources as between investment and consumption 
goods. Provided, therefore, only that the plan is com- 
prehensive and internally consistent, there can be no 
discrepancy between investment and saving in the plan 
any more than such a discrepancy could arise in a non- 
market economy. 


Despite the central control over the allocation of 
resources and the flow of goods, however, the role of 
finance in the centrally planned economies is not without 
importance. Its significance arises from the fact that 
these countries have retained the monetary mechanism 
for a large part of their economy, particularly in the 
sphere of consumer income and expenditure. Instead of 
resorting to direct rationing of supplies—in effect to a 
system of payments in kind—they have, for reasons of 
economic efficiency and the encouragement of initiative, 
relied upon the monetary mechanism not only in rela- 
tion to labour but also in relation to enterprise. There 
has, in fact, been a growing tendency in recent years to 
reinforce the administrative direction of the economy 
through the financial mechanism. 


While the use of a monetary system provides a means 
for stimulating initiative and increasing efficiency, it 
introduces at the same time an additional dimension 
in the problem of economic planning. If labour were 
paid entirely in kind there could be no possibility of 
imbalance between consumer income and supplies. This 
is not to say that the problem of achieving a proper 
balance between investment and consumption would 
cease to exist; this problem, which stems from the funda- 
mental fact of scarcity, exists in every economy regard- 
less of its political or social institutions. But in the 
absence of a monetary system, once the decision as to 
the allocation of resources between consumption and 
investment had been made, no problem of possible im- 
balance between consumer income and consumer sup- 
plies could arise. Given the existence of a monetary 
system, however, it is clear that it is necessary to include 
in the plan a mechanism to ensure a proper balance not 
only between investment and consumption but also be- 
tween consumer income and consumer supplies. This 
is the purpose of the financial planning, described in 
chapter 3; in particular, integration of the credit plan 
and cash plan with the plan for production is necessary 
in order to ensure monetary balance of demand and 
supply within the economy. 


If all elements of the economic plan at both the 
physical and the financial level could be exactly realized, 
no imbalance between demand and supply would arise 
under an internally consistent plan. Since, however, not 
all elements of the economy can be fully controlled— 
output of food and of consumer goods may, for instance, 
fall short of the plan while incomes may exceed planned 


levels owing to over-fulfilled targets in producer goods) 
industries—not even centrally planned economies, as was} 


shown at some length in the World Economic Survey,\\ 
19572—can be free of concern with problems of monetary} 


imbalance. 


This is not to say, of course, that problems of eco-}: 
nomic imbalance between demand and supply are the} 
same in countries with the centrally planned economies} 
as in those based on private enterprise. But the problems} 
are not so entirely dissimilar as to render comparison} 
and contrast meaningless. One conclusion emerges from 
such a comparison with striking clarity. While the} 
centrally planned economies can no more disregard 
the problem of possible pressure of excess demand in| 
deciding upon their rate of investment than can coun- 
tries based on private enterprise, they are able to elimi-} 
nate two of the most basic deterrents to investment § 
which elsewhere inhibit the rate of economic growth. 
l'irst, they do not have a problem of providing adequate 
incentives for investment, such as is met in private f 
enterprise economies. Second, once they have decided 
upon a rate of investment they are able to provide the ff 
required saving through their central control over con- 
sumer supplies. The ability to provide the requisite } 
domestic saving has rendered the economic development 
of the centrally planned economies largely independent 
of foreign borrowing. It is true that capital imports 
have not been without significance even for them, par- 
ticularly during the initial stages of development; in- 
deed, the importance of capital flow was probably } 
greater than might be suggested by its magnitude alone, § 
since the flow was frequently channelled into industries 
that were strategic for economic growth. Nevertheless, 
as shown in chapter 3, only a very small fraction of in- 
vestment in the centrally planned economies has been 
financed by foreign borrowing, the rest having been 
provided by domestic saving. Among the most crucial 
problems to be faced in the economic development of 
countries based on private enterprise, none is perhaps 
more important than that of finding a counterpart 
through the market economy to ensure, on the one hand, 
that adequate incentives are provided to bring forth 
the required investment decisions, and on the other, that 
adequate saving should be forthcoming to permit the 
decisions to be translated into actual investment. An 
important beginning has been made in the nineteen 
fifties on both counts. A far greater effort will, however, | 
be necessary both at the national and at the international | 
level before the process of economic development can 
become self-sustaining in most of the less developed 
regions of the world. 


* United Nations, World Economic Survey, 1957 (S : 
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Chapter 1 


SAVING FOR ECONOMIC GROWTH IN THE INDUSTRIAL COUNTRIES 


The role of saving and investment 


Che significant differences among industrial countries 
their rates of economic growth during the last decade 
‘so have become a matter of increasing interest. De- 
ite fairly similar economic backgrounds, several of 
‘se countries have been advancing at a very rapid 
xe while others have recorded only modest rates of 
owth. During the earlier post-war years, it seemed 
isonable to ascribe such differences very largely to 
scial circumstances, such as the recovery of some 
intries from war-time destruction and dislocation or 
‘presence of particularly favourable trends in export 
irkets. As the nineteen fifties advanced, however, it 
‘ame increasingly clear that such special circum- 
nees had ceased to be of much explanatory value. 
»st countries had already surpassed their pre-war peak 
els of output at the outset of the period. And, while 
oyant export demand has helped to sustain domestic 
momic growth in some countries, there have been 
ier countries where similar rates of growth have been 
hieved despite quite different export experience. 


Nor have the faster rates of growth in some countries 
en associated with stricter government controls, 
eater austerity or persistent internal and external dis- 
uilibrium. In fact, the controls imposed in war-time 
ve been almost entirely abolished in most countries, 
d direction of the flow of resources has been left very 
‘gely to the market mechanism. Improvements in 
ivate consumption levels have been no less evident 
countries with high rates of growth than in other 
untries. Further, there has been no consistent rela- 
nship between rates of economic growth and inflation, 
d some of the countries with high rates of growth 
ve been notable for their balance of payments 
rpluses. 


In the search for strategic factors to explain economic 
ywth in the nineteen fifties, the World Economic Sur- 
y, 1959 examined at some length the role of capital 
cumulation.: It was found that, by and large, coun- 


‘United Nations, World Economic Survey, 1959 (Sales No.: 
HCY). 

‘In the present study, the saving ratio is expressed in terms 
current prices because it is a more appropriate concept for 
lysing the sources of financing. The investment ratio 1s also 
yressed in current terms in order to facilitate comparison; 
refore it is not strictly comparable with the ratio calculated 
constant prices which was presented in the World Economic 
rvey, 1959. Furthermore, the concept of total investment, 
her than fixed investment, is used here since additions to 
entory have als» to be financed. In the generally expanding 
nomies of the nineteen fifties, inventory accumulation was 
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tries with relatively high rates of investment have 
achieved relatively hi rowth. The positive 
relationship between annual rates of growth of output 
and percentage shares of investment in output in the 
industrial countries for the period from 1950 to 1959 
is again demonstrated in table 1-1.2 The contrast be- 
tween the investment experience of the high-growth 
countries, such as the Federal Republic of Germany and 
Japan, and of the low-growth countries, such as Belgium 
and the United Kingdom, is fairly clear. At the same 
time, it is also evident that an unusually high invest- 


ment ratio in such countries as Australia and Norway 
has not brought about a particularly high growth rate; 


the inter-country experience, in other words, does not 
suggest that long-term growth in the output of an econ- 
omy has always been related solely to of 
investment. 


As analysed in detail in chapter 1 of the World Eco- 
nomic Survey, 1959, other factors have tended to modify 
the relationship between investment and output, causing 
it to vary among countries or in the same country over 
time. Of crucial importance in this connexion have been 
the rates at which the labour force in different countries 
has expanded and the ways in which capital and Tabour 
have been combined in the productive process. Often 
the different rates of expansion in the industrial labour 
force in the various countries have been affected not 
only by the natural growth of working-age population 
but also by the movement of labour from other sectors, 
particularly from agriculture. Another factor affecting 
the inter-country differences in growth experience has 
been the degree of utilization of capacity. Relatively 
high rates of growth in a number of countries have been 
facilitated by the gradual absorption of unemployed 
labour or of spare productive capacity available at the 
beginning of the period. Further, since the investment- 
output relationship varies greatly among different sec- 
tors of industry, country differences in the composition 
of output and in investment patterns have also had a 
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not exactly balanced by decumulation; for most countries it 
amounted to between one and 2 per cent of gross domestic 
product. Consequently, as may be seen from table 1-1, the total 
investment or saving associated with a given rate of growth was 
higher than the fixed investment. This is especially so for those 
countries with a relatively high rate of growth. Thus, if the 
inter-country experience is suggestive of a typical investment- 
growth relationship, the proportion of resources which would 
have to be devoted to total investment and saving in order to 
bring about a given rate of growth would have to be somewhat 
higher than that indicated by fixed investment alone. 
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‘ i i Investment 
able 1-1. Rate of Growth of Output’ and Relationship Between 
UE and Output, 1950-1959 
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Annual rate of 
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Condes apt iA taeda ee nailer capital eapitatoutput 
oe pele, ( ee oF gross domestic product)» 
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223 28.5 a 
hE niv:) 1 ecRe eA Oak ae Sere ni UR et) cree Os 9.1 
Coane (Federal Republic)............ 7.5 PAN) ae i 
AUS ELL ee ak ie ae Ball PA Ne? ; 2 7 
teal vires ese we teres eine ena erecaeean yea re all 20.0 20.8 ee 
Nether andsae nor erre took ern 4.6 DED: ae one 
NTIStralia ec otemin cee ern teetne era ern eat 4.3 25.8 28. ee 
inlandere We Ree cre ears ae ie enters 4.2 25.6 Ae 0O- 
lBpeiba side eats Seo -c¥1 8 Sikiereee tener er Siero te meat 4.0 16.9 18.6 4.6 
SEY Fer ren Ce La ene ae ai ed 3.9 pow 24.5 6.0 
arg ee ae eee! Otten MRE Eo 3.4, 28.4 29.7 8.9— 
(Ukniived! SISN@S 654 onccccnoodsdecaneeboes eo 16.7 18.0 a 
GO WECE TUM err tae hen eR one Bins! 20.2 21.1 cs 
New: Zealand eee n eaters arc restores Bell 21.1 250, 7.8 
Belowumievenciecrec tat ene eee Stee ae ell Nea 16.3 Daf 
‘Denimarkean yee eee chaste ee Dat Mie 18.9 6.7 
25 14.6 15.6 6.1 


United Kime Gi orien pecs otis tons ona s 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Statistical Office of the United 
Nations, Yearbook of National Accounts Statistics 
and from national sources. 

® Gross domestic product in constant market 
prices. For Australia and New Zealand the annual 
rate of growth is calculated from the average of 
1950/51 and 1951/52 as the base period, rather 


than from a single year as in the case of other 


bearing on growth experience. New investment projects 
Sykes 


over a given span of time may also not all be completed 
and thus may not contribute-to the growth of output 
within the period; if investment projects Taking ¥ Tone 
time to complete have been undertaken in some coun- 
tries, this may raise their capital-output ratios. The dif- 
ferences in the productivity of new investment are 
further dependent upon the degree of durability and 
the extent to which technological advance has been 
absorbed. Here, the scope for,rapid absorption of new 
technology has been especially great for those countries 


which have started from a relatively low level of 
achievement. 


While the investment-output relationship has varied 
among countries, the differences should not be regarded 
as detracting from the role of investment in the growth 
process. From the point of view of policy, investment 


stands out as one of the most tangible instruments of 
are other impediments to growth, the prime force in the 
expansion of productive capacity and the attainment of 
higher Tevels of productive activity may still originate 
in in'vestment activity. The significance of investment 
does not simply lie in the augmentation of the existing 
capital stock, but rather in the creation of new capital 
embodying technological advances. The continuous ap- 
plication of new technology to investment has been the 


foundation of economic growth in the industrial coun- 
tries; and the potentialities of economic transformation 


countries, owing to the abnormally high level of 
product in 1950/51. 

b Ratios are shown in current prices. See foot- 
note 2 to the present chapter. 

¢The incremental capital-output ratio is cal- 
culated by dividing the ratio of gross capital forma- 
tion to gross domestic product by the rate of growth 
of output, all at constant prices. For Finland, it is 
estimated by gross fixed capital formation and 
annual rate of growth of output. 


through this channel have been increasingly recognized 
in the post-war period. Further, a high level of invest- 
ment increases the flexibility of the economy and facili- 


—_——— oOo e_OOrOVlmY'O' 1c-_.._— 
tates its structural adaptation to the continuous change 


‘HA econamic cireumstances. Not only does new~fhvest- 


ment tend to flow into those sectors of the economy 
where the demand for output is expanding most rapidly, 
but the growth of these sectors also makes the adjust- 
ment of lagging sectors a much easier task.° 


It is therefore clear that investment is of the utmost 
importance in the process of economic growth. At the 
same time, it is equally evident that, in order to realize 
investment, the necessary resources must be made avail- 
able. If the low-growth countries are to accelerate their 
rates of growth through increases in investment, there 
is no escaping the fact that corresponding increases in 
saving must be secured. 


While saving in the aggregate is necessarily equal to 
investment in the aggregate, it cannot be presumed that 
an increase in investment will always bring forth a | 
corresponding expansion in saving at the prevailing | 


‘It must always be recognized that the usual definition of 
capital excludes certain expenditures which, in a broad analysis — 
of the determinants of economic growth, might be more prop- 
erly regarded as capital expenditure. Outlays on education and 
health, for example, are conventionally classified as consumption 
expenditure, though they may permanently raise the produc- }) 
tivity of the population. The practical difficulties in the re- 
classification of expenditures according to such a broader concept 
are, however, immense. 


‘HAPTER 1. SAVING FOR ECONOMIC GROWTH IN THE INDUSTRIAL COUNTRIES WY 


vel of prices. If productive resources are already fully 
mployed, a further addition to investment demand 
ray well generate excess aggregate demand throughout 
ve economy. The intensification of competition for the 
vailable output and productive resources, unless it is 
elieved by larger imports from abroad, then exerts 
n upward pressure on prices. If this gives rise to 
ivergent movements in market and factor prices, most 
otably in the relationship between money wages and 
rices of wage-goods, the increase in investment demand 
aay result in a higher level of saving and thus permit 
ealization of a higher tevet-of-investment-Burthis 
rocess cannot be continued for long without adverse 
epercussions. Because of the redistribution of income, 
t is injurious, in particular, to the living standards 
f wage-earners and may give rise to wage-inflation; 
nd, in so far as domestic pressure is relieved by im- 
orts from abroad, balance of payments difficulties may 
merge. 


It is in this way that the supply of saving may become 
factor limiting investment. It is certainly true that 
lecisions to save cannot by themselves be expected to 
timulate investment; under conditions of inadequate 
ffective demand, as was dramatically demonstrated in 


he nineteen thirties, efforts by governments or private 


usiness to strive for higher saving by retrenchment of 
xpenditure_may_only Tead_to_a_reduction in_outp ly lead _to_a reduction in output 
ather than to an increase in investment. But, in buoyant 
conomic conditions, if the saving behaviour of the 
ommunity is not adapted to the level of investment 
vhich private business and government seek to realize, 


nvestment must be restrained or ion and 


xternal imbalance may ensue. 


In the post-war period, economic activity in the in- 
lustrial countries has typically been sustained at high 
evels; and the rapid strides in technical knowledge 
ave enhanced the prospect of ever widening markets. 
n these circumstances the stimuli to a growing volume 
f investment have been powerful and a central eco- 
omic issue confronting industrial countries has been 
he release of sufficient resources from consumption to 
neet expanding investment requirements. The experi- 
nce of the post-war years, however, indicates that these 
ountries have not all been equally successful in re- 
easing resources for investment. Nor, as noted earlier, 
ave the more successful countries secured higher levels 
f saving by resort to inflation or by greater dependence 
n external sources of saving. 


As a means of exacting saving from the community, 
nflation has probably been of some significance in 
nost countries at various times. But it is evident that 
he high investment countries have not placed greater 
eliance on this means; this is quite clear from chart 1-1 
thich shows no systematic relationship between the 
evel of saving an @ rate of price increase. Gen- 


rally, while moderate advances in prices have been 


slerated by governments, any sign of a marked ac- 


Chart 1-1. Relationship between Price Inflation 
and Level of Saving, 1950-1959 
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Source: See table 1-1. 


celeration in price increases has been combatted by 
vigorous measures of restraint. 


It is true that, in some industrial countries, the pres- 
sure on domestic resources arising from increased in- 
vestment activity has been lessened by drawing on re- 
sources from abroad. The availability of foreign saving 
has then served as a safety valve for the domestic econ- 
omy. But such relief from pressure on domestic re- 
sources by resort to the foreign sector has generally 
been temporary and limited. Moreover, for most coun- 
tries, the inflow of autonomous foreign capital has been 
limited and the level of foreign exchange reserves during 
the period has been too small to permit a continuing 
drain. Any abrupt increase in demand for foreign sav- 
ing has thus often resulted in a balance of payments 
crisis, and this, in turn, has necessitated policies of 
retrenchment of expenditure. 


As will be seen, the factors accounting for differences 
in ability to save are indeed complex and do not lend 
themselves to easy generalization. Within the domestic 
economy, saving is conducted by myriad persons and 
institutions and is motivated by many different consid- 
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erations. But it is feasible to classify these persons and 
institutions into the three broad groups of government, 
households and enterprises, since saving behaviour 
within each group is moulded by factors that are fre- 
quently different from those affecting the other groups. 
In government, the level of saving is largely an out- 
come of the decisions taken in furtherance of general 
economic or budgetary policy. In the household sector, 
saving is motivated by such things as the wish to ac- 
cumulate funds for contingencies, to make provision 
for old age, to purchase a house or some consumer 
durable or to invest in an income-yielding asset. In the 
enterprise sector, the saving behaviour of corporations 
is determined by such factors as their need to make 
provision for the replacement of depreciating assets, 
their dividend policy, their programmes for expansion, 
their policies with regard to the financing of new in- 
vestment from internal or external sources and the fiscal 
policies of government. 


In none of these sectors can saving behaviour be 
considered entirely in isolation from events in other 
sectors or from the general economic environment. Cor- 
porate policy, for example, with regard to the dis- 
tribution of profits may not only affect corporate saving 
but also saving in the household sector; or, as will be 
seen, the rate of growth in general economic activity 
may be an important determinant of household saving. 


Most important of all, the inflyugnce of government in 


determining the level of total saving in the economy 
extends far beyond its immediate policy with regard 
to Saving in_its_ own sector. In the modern economy, 
governmental policy may affect the decisions of private 
individuals oF corporations Through ianimmerable chan. 
nels. Explanation of the differences among countries in 
saving experience therefore lies not only in the inter- 


play of purely economic forces, but also in the host of 
measures that comprise governmental policy. 


Interest naturally focuses most upon the influence of 
governmental policy as distinct from other forces. In 
the following analysis, particular attention has there- 
fore been paid to the identification of governmental 
measures as they affect the saving behaviour of the com- 
munity. In the next section of this chapter, comparisons 
are made among the various countries of the level and 
structure of saving during the nineteen fifties as a whole. 
This approach helps, in particular, to reveal those dif- 


ferences among countries in the structure of their econ- 
omies and in their institutions which affect their relative 
levels of saving. Differences among countries in the size 
of the corporate sector, for example, is in itself an im- 
portant reason for differences in the level of corporate 
saving. This sets the background to the analysis con- 
tained in the following section of the factors account- 
ing for the divergent trends in saving which countries 
have experienced throughout the last decade. Explana- 
tion of these trends is clearly of immediate interest from 
the point of view of appropriate governmental policies 
to raise the level of saving. 


Analysis of levels and trends in saving, however, 
necessarily abstracts to some extent from the short-term 
fluctuations in economic activity that permeate the 
economies of industrial countries. But government pol- 
icy with regard to saving and investment has to be 
adjusted to the current economic situation as well as 
to its long-term economic aims. To the extent that 
cyclical fluctuations have not been completely elimi- 
nated, a rise in the level of saving may not always be 
appropriate. The behaviour of saving in the course of 
short-term fluctuations is thus examined, particularly 
from the point of view of the anti-cyclical role of 
government. It must also be recognized that, if the 
process of growth is to be sustained, the availability of 
aggregate saving is not always sufficient. In particular, 
if a continuing supply of saving from the foreign sector 
is presumed, the expansion of economic activity may 
be brought to a halt by balance of payments difficulties 
or the inability or unwillingness to place further reli- 
ance on the supply of foreign funds. 


In the penultimate section, it is emphasized that in 
focusing attention on the sources of saving for invest- 
ment in the economy as a whole, the question of the 
financing of particular industries or firms should not be 
lost sight of. In so far as there are imperfections in 
financial markets, funds available to one sector may not 
necessarily be available to another. Apart from policies 
to ensure adequate supply of saving in the aggregate, 
appropriate measures must, therefore, be adopted to 
ensure a sufhcient flow of funds into the particular 
sectors which are strategic to growth. In the conclusion 
to the chapter, the policy issues affecting saving are 
drawn together to give some indication of the possible 
instruments available to governments. 


Sources of saving 


The diversity among industrial countries in the levels 
of saving which they have achieved during the nineteen 
fifties as a whole, has been associated with consider- 
able differences in patterns. The several sources of sav- 
ing have not all contributed proportionately to the 
higher or lower level of total saving. Further, while 
saving behaviour in certain sectors has been particularly 


important in explaining inter-country differences in the 
level of total saving, it has been by no means always 
true that the same level of saving among countries has 
been associated with similar levels within each sector. 
In seeking to identify the factors accounting for the 
diversity in levels of total saving, some attempt must 
therefore be made to determine the reasons for inter- 


HAPTER 1. SAVING FOR ECONOMIC GROWTH IN THE INDUSTRIAL COUNTRIES 19 


‘ountry differences in the level of saving within each 
sector. Such analysis constitutes the main content of 
his section. 


Before each of the sources of saving is considered 
jseparately, however, it is useful to form some impres- 
sion of their relative importance. This can be derived 
‘rom the data shown in tables 1-2 and 1-3. It will be 
seen that, for all countries, domestic saving in compari- 
son with foreign saving is by far the more important 
source of saving; indeed, in a number of countries, the 
‘oreign sector has absorbed, rather than added to, 
Homestic saving. As may also be seen from table 1-3, 
‘he proportion of total output devoted to domestic sav- 
‘ng in the high-saving countries has been nearly double 
‘he rate in the low-saving countries. 


fable 1-2. Levels of Foreign and Domestic Saving, 
1950-1959 


(Percentage of gross domestic product) ® 


Tolal supply Foreign Gross domestic 


Country of saving» saving? saving 

ORE GR one 29.7 2.6 Bite 
Australia a 25 26.1 
LOO eee 205 —1.2 28.7 
MR be fire 8 25.6 —l.l 26.7 
( ost ie. eee 25.0 25 DONS 
Netherlands.............. 24.3 —1.4 PASyAd 
sermany (Federal Republic) 23.2 ma .1 26.3 
EES Ne 23.2 0.7 2255 
5 SS rr PAs) 1.4 20.4 
ELS ee 2) —0.3 21.4 
. OE er ee 20.8 ie 19.5 
| Stott, <r 18.7 0.2 18.5 
So oe 2 a rr 18.6 0.2 18.4 
Seented States.......-..... 18.0 —0.6 18.6 
2 See 16.2 —14 17.6 
United Kingdom.......... 14.7 —0.5 15.2 


Source: See table 1-1. 

® Ratios are shown in current prices. 

> Total saving ratios in Canada, the Federal Republic of Ger- 
many, Japan and the United Kingdom are slightly different from 
their respective gross investment ratios as given in table 1-1, 
owing to statistical discrepancies. 

¢ Foreign saving is equal to payments for on ape of goods and 
services minus receipts from exports of goods and services. A 
positive foreign saving reflects an excess of such payments over 
receipts and a negative foreign saving an excess of receipts over 
payments. See also footnote 8 to the present chapter. 

4 Excluding financing of inventories. 

e 1950-1958, annual average. 


In all the countries, as would be expected from the 
mature of their economic systems, enterprise and house- 
thold savings, taken together, have Been far more im- 
jportant than government saving. And, as between the 


‘two Sources of non-government saving, the saving of 
enterprises has usually been ere a an ee a f house- 
tholds. In interpreting the data, however, certain statis- 
tical conventions must be remembered. First, undis- 
tributed profits of corporations are considered as 


‘corporate saving rather than as saving accruing to 
shareholders. Secondly, although net saving of unin- 


Table 1-3. Level of Gross Domestic Saving, 
by Sector," 1950-1959 
(Percentage of gross domestic product) 
a 


: Gross General Enter- House- 
Country domestic government prise hold 
saving saving saving saving 

attics <a. be 28.7 5.9 12.6 10.2 < 
NOEWSUE any ene tk aiid Gs) 13.6 6.2 
ialksnagle., 5 sc oa ne onan: Moy BOs NB Sa 

Germany (Federal 

Republic); aucscee aa. 200 Us — AOS) 8.1 

/MORRAEINEY,, ote, cama veneaee 26.1 5.5 10.6 10.0— 
Netherlands........... 25.7 6.92 14.6 4.3 
(GomeRWET 5, «cn Sate eye: DSS 2.9 14.6 5.0 
New Zealand........... Paps Sad ey 7.6 
| ECT Smtr Reece ei 21.4 ED — 19,] —— 
SWEGED Rea et eee ek 21.4 4.9 12.25 4.3 
AGET aris ire ine eie ton 20.4. 6.67 8.0 5.8 
WWnited\States aa. ssn sen 18.6 5) 10.8 Sys 
Denmarkcome ae eee 18.5 A, 1 ea 7.0 
Pinan Cen ane eran ae 18.4 3.9 nee 3.4 
Delpinie een cars te ae ee 17.65 —0.5 10.0 8.1 
United Kingdom........ 15.2 232 114 ~1.6 


Source: See table 1-1. 

® The inclusion of depreciation charges in individual sectors 
follows statistical convention. Thus, government saving consists 
of its net saving and, wherever data are available, of depreciation 
charges of general government. Enterprise saving includes not 
only net saving and depreciation charges of public and private 
corporations but also depreciation charges of government enter- 
prises, unincorporated enterprises and hows Household sav- 
ing refers to net saving of persons, unincorporated enterprises 
and non-profit institutions. 

> Excluding financing of inventories. 

¢ These figures refer to annual averages for 1955-1959 only; 
the domestic saving ratio is therefore different from that in 
table 1-2. 

41950-1958, annual average. 


corporated enterprises is included in the household 
rather than the enterprise sector, depreciation of un- 
incorporated enterprises, including that of owner- 
occupied houses, is lumped together with that of govern- 
ment enterprises and public and private corporations 
in enterprise saving. If it were allocated to the house- 
hold sector, household saving would approximately 
double in a number of countries.* A further implication 
of the high concentration of depreciation in the enter- 
prise sector is that, in terms of net saving, the relative 
weight of this sector is much reduced; indeed for most 
countries the net saving of enterprises is not more than 
5 per cent of gross product and is generally smaller 
than net saving of government or households. On a gross 
basis, however, th is hi 


4 Pata are available for a few countries: 


Household saving as percentage of gross 
domestic product, 1950-1959 


Depreciation of unincorporated 


enterprise 
eee, Included Excluded 
Vapaninnct ects alse Shs 13.1 10.2 
Cana damicnmrnciutes oye 9.9 5.0 
BCA OG at verecko apt acne szeenirirens 6.7 3.4 
United Kingdom......... 3.4 1.6 


Corresponding differences will thus be reflected in saving of 
enterprises. 
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saving decisions are made by business institutions 
rather than by households. 


The relatively larger share of enterprise saving in the 
total non-government saving, however, does not imply 
that it is more important than household saving in ex- 
plaining the inter-country differences in total saving. 
In fact, high-saving countries have more often been 
characterized by high household saving than by high 
enterprise saving. This is partly explained by the fact 


that, as just noted, enterprise saving is a heterogeneous 
item, being especially heavily weighted by depreciation 
charges which are not systematically related to total 
saving. It should be noted further that there has been 
a tendency in some cases for a relatively high enterprise 
saving to be offset by a low household saving, a in 
Canada and the Netherlands, or vice versa, as in Den- 
mark and the Federal Republic of Germany. Conse- 
quently, the combined saving of enterprises and House- 


more, closely associated with to ro 

The level of government saving has usually been 
somewhat smaller than that of the other two classes of 
domestic saving.® But, like household saving, it has 
varied quite widely among countries. It has ranged, for 
example, from about 7 per cent of gross domestic prod- 
uct in Austria, the Federal Republic of Germany, the 


Netherlands and Norway, to less than 3 per cent in the 
United Kingdom and the United States and to a deficit 


in Belgium. By and large, the countries with high total 
saving ratios have also rear ean 
government saving ratios. Moreevertheyhavetended 
to derive a relatively high proportion of total saving 


from government saving. Thus, a number of the high- 
saving countries have obtained more than one-quarter 
of total saving from the government sector while, for 
en 

> This combined saving is not, however, identical with the 
saving of the private sector since enterprise saving also includes 
gross saving of public corporations together with depreciation 
charges of government enterprise. For a number of countries, 
separate data for saving of private enterprises (that is, gross 
saving of private corporations and depreciation of unincor- 
porated enterprises, including that of owner-occupied houses) 


can be obtained. The saving of the private sector as a whole is 
then as follows: 


Private saving in selected countries, 1950-1959 
(percentage of gross domestic product) 


Total Private 
Country® privale sector enterprises - Households 
EAU StEALT Ante eet esis aae 19.6 9.6 10.0 
Japantpecre era cme tr mL 10.8 10.2 
Ganadacer ewes ah ores 18.2 Tee. 5.0 
Nether andamenameen ieee 17.0 Le 4.3 
United States............ 15.2 10.0 5.3 
Beloiumlee eet eee Wee 9.2 8.1 
United Kingdom......... 11.5 9.8 1.6 


Source: See table 1-1. 
* Countries are arranged in descending order of total gross 
saving as a percentage of gross domestic product. 


» Average 1950-1958. 


® Net saving of government enterprises is included in govern- 
ment saving. Depreciation of government enterprises cannot 
usually be separated from that of other enterprises and is there- 
fore included in enterprise saving. 


some of the low-saving countries, government saving 
has contributed no more than one-eighth to the total.’ 
It may also be observed that the positive association 
between gross saving ratios and general government 
saving ratios also applies when government saving 1s 
replaced by saving of the public sector. 


A feature common to all the industrial countries has 


been thetainor role played by foreign saving in the total 
supply Itis true that the rapid post-war development 
of-anumber of industrial countries was greatly facili- 
tated by substantial aid from the United States. There 
is no doubt, however, that such aid has not played an 
important part in the indastrial areas since the mid- 
nineteen fifties. Qa the contrary, the demands upon 
them to increase their capital aid to the less developed 
areas have been mounting. In fact, the net_inflow of 
foreign saving in no case reached the level of 3 per 
cent of gross domestic product, and in some countries 


it has been) wellabeldw. Giteigsee: cesta rege igen 
countries foreign saving has actually been a negative 
quantity. Those countries which have benefited, sig- 
nificantly from foreign saving, such as Australia, 
Canada and Norway, have been particularly attractive 
to foreign capital by virtué of such special circum- 
stancés as their resource pattern or their geographic or 
soliniéal afiiaiy with The Ta ceaptel eases area 
tries) While, therefore, there appears to have been a 


slight positive association between the level of total 
saving among countries and the supply of foreign sav- 


ing, the marginal nature of foreign sayine—deprives it 


7In the present discussion, the government sector refers to 
general government only because data on saying of government 
enterprises and public corporations are not available for many 
countries. For those for which data are available, the combined 
saving of genera] government and public enterprises, that is, 
the public sector as a whole, is as follows: 


Public saving in selected countries, 1950-1959 
(percentage of gross domestic product) 


Total Public 
Country* public sector enterprises 
Australigcc ars ¢ parce sea 6:6 ead 
Japan; ca sneer Koen we ae Tee 1.8 
Canada Tt an ia oe eg 4.3 1.4 
Netherlands, 72: se feren 8.8 1.9 
United! States Gea owe eee e 3.4 0.9 
Belgium aaa are aed eee 0.3 0.8 
United) Kingdom, ..... 7. 7.. 3.8 1.5 


* Countries are arranged in descending order of total gross 
Saving as a percentage of gross domestic product. 
> Average 1950-1958. 


‘ Foreign saving refers to the deficit of the nation on current 
account in goods and services at current prices. A pggitive for- 
eign saying reflects an excess of current payments ov . receipts 
and a negative foreign saving an excess ce reipts over 
payments. Foreign saving thus defined doestrotinciide wet cur- 
rent transfers to or from the rest of the world. Correspo ingly, 
saving of the general government and the household sector also 
excludes such net current transfers. For most countries under 
consideration the net amount involved in such transfers was 
small for the period as a whole, the main exceptions being Japan 
and the United States. In the former country, the transfers, 
mainly reparation payments, amounted to one-half of one per 
cent of gross domestic product, while in the latter, which ex- 
tended substantial foreign aid, they represented 0.7 per cent of 
gross domestic product. 
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“much significance, particularly by comparison with 
milar relationships for other components of saving. 


Taken together, these four sources of saving provide 
ie total saving available to each country for domestic 
ivestment. Because levels of saving in the three do- 
estic sectors have varied so widely among countries, 
aere have been considerable differences in the level 
* total saving. As a percentage of gross domestic 
croduct, total saving has been almost twice as large in 


»e high-saving countries as in the low-saving countries. 
ind the disparity is even more striking if the com- 


arison is made in terms of net, rather than of eross, 
iving (see table 1-4). Among most countries, the pro- 
ortion of output absorbed in depreciation has been 
irl uniform, being clustered Bromma B te TO pare g& clustered around © to 10 per cent 
* output. To some extent this reflects the fact that the 
ite of depreciation is related to the stock of capital 


ad its composition in terms of depreciable assets; and 
mce output is also related to the stock and composition 


‘capital, this means that depreciation as a proportion 
f output does not vary greatly among countries.” 


-ccordingly, the spread in net saving among countries 


as been wider than’in gross saving. 
i 


Table 1-4. Levels of Gross and Net Domestic 
Saving, 1950-1959 


(Percentage of gross domestic product) 


Gross Net | 
Country domestic Deprecia- domestic 
saving lion saving 
Pee aie ahs eins 5 es ep 28.7 7.6 Ae 
REET dso ate Shwe we Hd 27.1 9.9 ez 
Pcl 6 ee ere 26.7 5.0 DAN ia 
vermany (Federal Republic).... 26.3 Qu 17.2 
Tos BSL ae eh a 26.1 5.9 HV oie 
Werperiands. ......--.-.-++-- 250 9.8 15.04 
Sea A, Os ok ales HS eae 11.4 
YS re 225 6.6 15.9 
Ee. ca le ene 20.4. Ta L323 
A 19.5 8.9 10.6 
Weed States..........0.-.-> 18.6 8.7 \9.9 
PEAT ren hee ebb aen® 18.5 6.1 12.4 
UD bee 18.4 9.3 Foul 
Si yS LE ere 17.6 9.7 8.0 
ted Kinedom............. Ia 8.0 he laes 


Source: See table 1-1. 
a Excluding financing of inventories. 
b 1950-1958, annual average. 


9 The depreciation ratio is, of course, also affected by the dif- 
‘rences among countries in depreciation practices. A higher 
epreciation rate, for example, might be expected in a country 
here accelerated depreciation allowances are granted by the 
overnment for tax purposes. Differences in depreciation prac- 
ces, together with differences in the composition of capital 
tock, are probably major reasons why, among industrial coun- 
‘ies, a high average capital-output ratio is not closely associated 
ith a high depreciation ratio; or, conversely. For example, 
hile the relatively high depreciation charges in the Nether- 
ands and Norway are associated with relatively high capital- 
utput ratios, and low depreciation charges in Japan with a low 
apital-output ratio, extreme differences in depreciation charges 
1 Australia and Canada are associated with similar capital- 
utput ratios. 


GOVERNMENT SAVING 


Though not a primary explanation of differences 
among countries in the proportion of saving to income, 
the saving of general government has contributed in 
some degree to the diversity of experience. As has been 
noted, the countries in which total saving has been rela- 
tively high have also been among those in which the 
saving of government has been high; moreover, in these 
countries, government saving has generally accounted 
for a higher share of total saving. 


The determinants of saving by government are ob- 
viously quite distinct from those moulding the saving 
of income recipients in the private sector. Besides being 
able to vary the proportion of its income expended on 
consumption as can other savers, government is unique 
in its ability to alter the level of its income by legisla- 
tive action. Government saving, in other words, is the 
outcome of a complex of policies affecting the level of 
its income as well as the pattern of its expenditure. 
Within wide limits, revenue and expenditure policies 
can be mutually adjusted to each other to yield many 
different levels and combinations of income, consump- 
tion and saving. Explanation of the differences among 
countries in the level of government saving must there- 
fore be sought both in revenue or tax policies and in 
expenditure policies; or, more correctly, since these are 
interrelated policies, it must be sought in fiscal policy 
as a whole. 


As a first step in the disentanglement of the several 
strands of fiscal policy that determine saving, income 
may be compared with saving. This is done in chart 1-2 
where government disposable income has been plotted 


Chart 1-2. Levels of General Government 
Disposable Income and Saving, 1950-1959 


(Percentage of gross domestic product) 
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Source: See tables 1-1 and 1-5. 
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against government saving, both expressed as percent- 
ages of gross domestic product. What emerges 1s ev1- 
dence of a fairly clea ionship betwe e_leyel 
of government disposable income and the level of sav- 


ing. In countries where government has absorbed a 
relatively high proportion of total income, the Tevel of 
goveriment saving has also tended to be relativety hi; 


nment saving has also tended to be relativety high ; 
oo 
and conversely. 


The differences among countries in the level of gov- 
ernment saving, however, have been related in a dis- 
tinctive way to the proportion of total income absored 
by government. Government saving has not only tended 
to-be higher in countries where the share of government 
disposable income has been larger; as may be seen 
from table 1-5, it has also tended to account for a 
larger proportion of government disposable income in 
countries where the share of such income has been 
larger. 


Table 1-5. Level of General Government Saving, 
1950-1959 


Gross saving 
Gross Disposable (percentage 
saving® income® » of 


Country (percentage of gross government 
domestic product) disposable 
uncome ) 
Rinlancl Waser ts Smee tes 13.0 DIS) 51.4 
Germany (Federal Republic)... 7.7 21.6 39.7 
IN OL Wa Vaan ty os Ay ht oe hee) 19.6 37.4 
Netherlands nei ere tients 6.9 21.0 SUAS 
INUSULIA ce ee tet oae we oe 6.6 20.0 32.8 
dapalinet ee retue ther anes 5.9 16.4 36.2 
iNew “ealleinal, sco ec anevasae ell 3} Bay 
AUSTEN). go co cv coccesance RS) 15.2 36.2 
SWECe Tene corre hance 4.9 PINS 23.0 
Denia koe 4.1 16.3 24.8 
TAN Cera hore es cera eee 3.9 18.1 21.4, 
Ganadawe eesti tree 2.9 16.7 17.4 
WinitediStatesoe nee 20) 20.3 Wal 
Vial ya ep Met ters hat een Re ips 14.7 53 
United Kingdoms 9s js. aon 19.6 11.4 
Bel sit owe ec cae ems =050 10.8 —4.8 


Source: See table 1-1. 

* Including depreciation where data are available. 

> Disposable income of government is the current income 
available for the purchase of goods and services. For its com- 
ponents, see table 1-6. 

° 1950-1958, annual average. 

41955-1959, annual average. 


The most interesting aspect of the above relationship 
is its corollary. This is that the differences among coun- 
tries in the share of government disposable income are 
muctr greater than the differences in the share of govern- 
Be ee eres em pemaeure, As 7a <ehats) of grass 
product, government consumption expenditure of most 
countries, as may be seen in table 1-6, has been within 
the small range of 12 to 14 per cent in spite of differ- 
ences in per capita income. The substantial differences 
among countries in the level of government saving are 
thus, in a sense, explainable by the variations in the 


level of government disposable income and the simi- 
larities in the level of consumption expenditure. 


Two notable exceptions to this general tendency are 
the United Kingdom and the United States. Govern- 
ment consumption expenditure in these two countries 
amounted to about 18 per cent of gross domestic 
product, being much higher than in most other coun- 
tries of the group. Though government civil consump- 
tion expenditure has not been as high in these two 
countries as in some others, the exceptionally high 
levels of defence expenditure have raised their total 
consumption expenditure well above that of other 
countries. Thus, despite fairly high levels of govern- 
ment disposable income, government saving has been 
relatively low. By contrast, Australia and Japan have 
recorded relatively high levels of government saving 
though disposable income has not been correspondingly 
high. In these two countries government consumption 
has been relatively low; its claim on output has, in fact, 
been about half of that in the United Kingdom and the 
United States. 


The relationship between government expenditure on 
consumption and government disposable income is a 
useful first step in exposition, but it clearly needs 
elaboration. Expenditure on consumption and dis- 
posable income have so far been considered as though 
they were determined independently of each other, and 
this is clearly not so. Further, the other component of 
government expenditure, namely, investment, has been 
ignored. When investment as well as consumption ex- 
penditure is taken into account, the interdependence of 
government income and government total expenditure 
becomes more apparent. The addition of this dimension 
helps towards a fuller explanation of the elements of 
government policy giving rise to the wide differences 
among countries in the level of government saving. 


The interdependence of government income and ex- 
penditure obviously does not mean that they balance 
each other out exactly. Indeed, the discrepancies be- 
tween revenue and expenditure are of major importance 
for general economic policy. It is nevertheless clear 
that, when total income and expenditure are considered, 
by far the greatest part of each offsets the other. From 
this, it follows that, since the share of government dis- 
posable income in total income has varied widely among 
countries whereas the share of government consumption 
expenditure has not, the differences in the level of 
government saving has been, to some extent, associated 
with corresponding differences in the level of govern- 
ment investment. This is illustrated by the comparison 
between saving and investment, both expressed as per- 
centages of disposable income, which is given in chart 
1-3. That a high level of saving has been associated 
with a high level of investment does not necessarily 
mean that governments, in the formulation of their 
budgetary policies, have simply sought to adjust their 
saving to fixed programmes of investment. In the annual 
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Table 1-6. Levels of Government Disposable Income and Components of Income 
and Expenditure, 1950-1959 


(Percentage of gross domestic product) 


ee 


; Direct 
ete Seok Direct taxes Indirect 
eek on seis taxes House- Cor- anne frodiepad® evens tpl led Tei 
ven pene Total hold porate — subsidies Total Civil Defence 
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ce TE os ee 16.3 PDS 12.4 11.0 Ihe) 10.1 —6.4 0.2 ORS 9.6 el 
© UP Liew 21.9 ES 8.0 Sy0) 10.5 —5.0 —1.8 9.7 6.3 3.4 
Se ea 14.7 18.2 Dut We aye —3.0 —0.5 12.4 8.6 3.8 
MS ices es Sk ws 10.8 PAL Lai 11.0 2.1 8.0 —92 —-1.1 Wales} Mod 3.6 


Source: See table 1-1. 

* Including depreciation where data are available. 

> Net transfers are shown with a reversal of sign as a deduction 
om government income. 


vudgets of general government, both saving and in- 
-estment are variables that may be adjusted in opposite 
irections because of changes in budgetary policy affect- 
ig the relationship between total revenue and expendi- 
are; this is discussed more fully in a later section of 
he present chapter. Nevertheless, in explanation of 
he wide differences among countries in the level of 
overnment saving that have prevailed during the past 
ecade as a whole, it is evident that differences in the 
avel of government investment have been important. In 
ountries where the investment of general government 
n public services, such as schools, hospitals, roads or 
sublicly-owned housing, has been relatively large, the 
avel of government saving has been relatively high. 
Australia and Japan, for instance, are cases in point. 
Jonversely, where investment of general government 
1as been relatively small, government saving has been 
elatively low. 


It will be noted from chart 1-3, however, that in a 
aumber of countries the ratio of the saving of general 
rovernment to its disposable income has been sig- 
nificantly different from the ratio of its investment to 
disposable income. In most instances, the saving ratio 
aas been higher than the investment ratio. This means 
hat general government has been a net saver in relation 
0 the rest of the economy. Its total consumption and 
nvestment expenditure, taking one year with the next 
hroughout the last decade, has been less than its dis- 
»osable income. In some of these countries, the accumu- 
ation of excess saving has been related to government 
volicy with regard to the financing of public enter- 
srises. In France and Norway, for example, govern- 


¢ Estimated from 1953-1959 annual average. 
4 Estimated from 1954-1959 annual average. 
© 1950-1958, annual average. 
£ 1955-1959, annual average. 


Chart 1-3. Levels of General Government 
Investment and Saving, 1950-1959 


(Percentage of government disposable income) 
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Source: See table 1-1. 


ment saving has been partly utilized for the financing 
of investment in public enterprises. In several countries, 
excess saving has also been partially utilized to provide 
financial resources for investment in the private sector ; 
in the Federal Republic _of Germany, for_example, 
capital transfers from government saving have often 
been made to promote private investment. But such 


institutional arrangements have varied considerably 
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from country to country. In contrast to France and 
Norway, for example, excess saving to finance invest- 
ment in public enterprises has not been relied upon so 
much in the United Kingdom where the government 
has sought to obtain the finance by borrowing on the 
open market. Thus, such institutional differences have 
been an additional factor“accounting for differences 
among countries in the level of saving. 


Not all of the variation among countries in the excess 
of government saving over investment, however, is ex- 
plainable in terms of such institutional differences. As 
noted earlier, it is a matter of general budgetary policy 
whether total revenue and expenditure exactly balance 
out. And in some countries, such as the Federal Re- 
public of Germany, the Netherlands and Norway, bud- 
getary Aaa tne ae desde as atsihoke man been 
adapted to yield an excess of total income over total 
expenditure. In the Federal Republic of Germany, for 
instance, the level of investment in the-general govern- 
ment and public enterprise sectors has been relatively 


low, the Tevel of govern 3 Ty 
high. e broad aim of government policy has been to 


stimulate private investment and, within this context, 


government saving has been maintained at_a high level 
mainly for anti-inflationary purposes. 


This reference to general budgetary policy serves as 
a reminder that, in the final analysis, the level of gov- 
ernment saving is the outcome of policies with regard 
to the level of revenue as well as to the level and pat- 
tern of expenditure. It is true that high levels of govern- 
ment saving have generally been associated with rela- 
tively high levels of government investment in the 
general government or public enterprise sectors, but it is 
also true, as noted earlier, that these high levels of sav- 
ing have been associated with relatively high levels of 
government disposable income. In other words, differ- 
ences among countries in taxation policy must also be 
included in ghe explanation. 


The disposable income available to government de- 
pends primarily on its tax policy, but it is not identical 
to total tax revenue. For the analysis of government 
saving, disposable income in the present study has been 
defined as the sum of total direct taxes, net indirect 
taxes and other*income minus net transfers; net in- 
direct taxes are equal to total indirect taxes minus sub- 
sidies. In all countries, direct and net indirect taxes are 
the major sources of revenue, other income being small 
or negative (see table 1-6). 


In most countries, there are considerable differences 
between total tax revenue on the one hand and eovern- 
ment disposable income on the other. These differences 
arise very largely because of the substantial net trans- 
fers made by governments in all industrial countries. 
These have been particularly large in such countries as 
Austria, Belgium, the Federal Republic of Germany 
and France. The size of these net transfers, however. 


have not been associated in any systematic way with the 
level of total tax revenue or, consequently, with the level 
of disposable income. For example, in the Federal Re- 
public of Germany, the high level of net transfers has 
been accompanied by a high level of tax revenue, so that 
disposable income has none the less been relatively 
large; but in Belgium, large net transfers combined 
with relatively low tax revenue has reduced the level 


of disposable income. 


In most countries, direct taxation accounts for the 
larger part of total tax revenue and the differences 
among countries in the level of direct taxes are the most 
important single reason for the variations in total 
revenue. Italy, however, is a notable exception; as is 
typical of a less advanced economy, net indirect taxes 
have been by far the larger source of revenue. Revenue 
from net indirect taxes has also been important in 
accounting for the differences in the total revenue of 
some countries; in the Federal Republic of Germany 
and France, for example, revenue from net indirect 
taxes has been particularly high, whereas in New Zea- 
land and Sweden it has been unusually low. Among 
most countries, however, the differences in revenue from 
net indirect taxes havé not been as great as the differ- 
ences in revenue from direct taxes. 


The differences among countries in revenue from 
direct taxes have primarily reflected variations in the 
effective rate of taxation on the household sector, and, 
principally, on personal incomes. It might be thought 
that the differences among countries in the average effec- 
tive rate of tax on personal incomes would be associated 
with the degree of progression in their tax systems. So 
far as the data allow of generalization, however, this 
does not appear to be so. The evidence, in fact, suggests 
that a relatively high average effective rate has been 
accompanied by a relatively high effective rate for the 
lower-income groups as well as for the higher-income 
groups.’” Typically, the effective rate for the top 10 
per cent of incomes has been around 20 per cent, but it 
appears to have been somewhat higher in countries 
where the average effective rate has been greater; for 
the bottom 50 per cent of incomes, the effective rate 
has been about 5 per cent, but again it appears to have 
been higher in countries where the average effective 
rate has been greater. In other words, while over one- 
half of all revenue from personal income taxes has 
frequently been derived from the top 10 percent of 
incomes, there is no evidence that this share is higher 
in countries with relatively high average effective rates 
of tax. Differences among countries in the level of 
revenue from personal income tax would thus appear 
to be explainable more in terms of differences in the 
level of tax applying to both the higher and the lower 


The generalizations in the text are based on an examination 
of the distribution of income by size and of income taxes in 
nine countries. While such data, chiefly derived from tax statis- 
ties, are not strictly comparable between countries because of 
differences in definition and coverage of income, income units 
and taxes, they are sufficient to yield broad conclusions. 
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income groups rather than in terms of differences in 
tax rates between these groups. 


This conclusion ‘might appear to be in conflict with 
the known fact that the statutory marginal rates of in- 


come tax are appreciably higher in some industrial 
countries than in others. In Japan,-the United Kingdom 


and the United States, for example, these marginal 
rates have been very high, rising to about 90 per cent 


in certain instances. But it has to be remembered that 
these very high rates apply only at the margin to very 
high incomes and, as a part of the top 10 per cent of 
incomes, these incomes may not be large. Thus, the tax 
yield from these high statutory rates may be very small 
in Bes neat Te i clsc sadly reo 
ognized that there are many financial arrangements 
whereby taxable income at the highest levels may be 
reduced by conversion of part of income into income 


in kind or capital gains which do not attract the high 
tax rates. 


In comparison to personal income taxes, taxes_on 
corporations have been a much less important_source 
of revenue from direct taxes. In Canada, New Zealand, 
the’United Kingdom and the United States, however, 
revenue from corporate taxes has been considerably 
more important than in most of the other countries. 
Besides the rates of taxation, the relative levels of rev- 


enue from corporate taxes in the various countries have 
been affected by the size of the corporate sector in the 
economy and the level of corporate incomes. These lat- 
ter two factors are reflected in the ratio of corporate 
income to gross output; and this ratio has been par- 
ticularly important in accounting for inter-country dif- 
ferences in the level of revenue from corporate taxes. 


For example, the higher levels of revenue in Canada, 


the United Kingdom and the United States compared 


with the Federal Republic 6 ly 
ascribable to the higher level of cor 1 a 


In summary, there has been some tendency for coun- 
tries with high levels of total saving to have high levels 
of government saving, and conversely. In countries 
where the level of government saving has been high, tax 
revenue has generally been relatively large. Differences 
among countries in the level of tax revenué*have pri- 


marily reflected differences in average effective rates 


of direct tax, and not in the degree of progression in 
difect tax rates between the upper and lower income 
Sfrily implied high government saving; in the United 

‘ingdom and the United States, in particular, heavy 
defence expenditure has substantially reduced govern- 
ment income available for saving. Differences among 
countries in the level of government saving have also 
been related to differences in the level of investment 
in the general government sector or in the financial re- 


lationship between government and public enterprises. 


11 See tables 1-11 and 1-12 below. 


In certain instances, anti-inflationary budgetary policy 
may also have contributed to a higher level of saving. 


HOUSEHOLD SAVING 


Of the several sources of saving, the diversity among 
countries in the level of household saving as a per- 
centage of gross domestic praduct 1s of particular in- 
terest. It is this which, more than any one of the other 
classes of saving, has contributed to the differences ir 


the tevel of torat saving. Ii absolute terms, the volume 
of household saving has been less than that of govern- 


ment saving in some countries, and in all countries it 
has been less than the volume of enterprise saving. But 
of all the sectors, saving behaviour in the household 
ee ee 


Unlike that of the government sector, the share of 
the household sector in disposable income has not been 
of much relevance to an explanation of differences 
among countries in the sector’s level of saving. House- 
holds absorb the bulk of total income in all countries; 
accordingly, differences of a few percerage points in 
household disposable income as a proportion of gross 
domestic product do not, as in the case of government 
income, imply large percentage variations among coun- 
tries. In most countries, household disposable income 


has, in fac d_from about two-thirds to abou 
seven-tenths of gross domestic product™ (3 7 
and Chart 1-4). Variations in the share of this sector 


Table 1-7. Levels of Household Saving and 
Disposable Income,” 1950-1959 


Saving 
Disposable (percentage of 
Country Saving income household 
(percentage of gross disposable 
domestic product) income) 
Japon Son he eae Sans ee oe 10:2 ee GLO 15.2 
Australiascecrecr oe ne: 10.0- 72.6 Vee 
Germany (Federal Republic).. 8.1 67.8 12.0 
Beleiumbae ite ttetmiieccn: 8.1 80.5e 10.0 
Einland carne eee: 8.1 67.952 Lo 
New Zealandaepeiee soe. 7.6 TAS 10.4 
Denmarkb err ane ees 7.0 76.1 9.3 
Nerwayaeue passes s wes ss Gag 66.2 9.3 
IATIStria eee chee rac. 5.8 12.0 8.1 
\nitedtstatesser cs ete Ss: 69.3 7.6 
(SANAAA SRE oe ia te eee 5.0 67.6 7.4 
Swedénittgsnn sade ees 4.3 “66.6 6.4 
INether andserrcminrr tT eter 4.3 65.6 6.3 
Rrance se eon oer: 3.4 70.5 4.9 
United Kingdom........... S16 6957 2.3 


a 

Source: See table 1-1. ; 

® The household sector includes Mnineorpareles enterprises 
and private non-profit institutions. Disposab e income refers to 
household income minus direct taxes (including such items as 
fines, penalties and donations). 

b 1950-1958, annual average. 

© 1954-1959, annual average. 


12 The difference between gross domestic product and house- 
hold disposable income is accounted for by net factor income 
from abroad, indirect taxes net of subsidies, depreciation, cor- 
porate net saving, net transfers from government and direct 
taxes on households. 
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have, of course, necessarily had their counterpart in 
opposite variations in shares of other sectors. Thus, the 
unusually high share in Belgium has been related to 
the low proportion of government disposable income, 
and in Australia, Austria, Denmark and New Zealand, 
the high shares have been offset by the relatively small 
proportions absorbed in depreciation. 


Chart 1-4. Levels of Household Disposable 
Income and Saving, 1950-1959 


(Percentage of gross domestic product) 
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Source: See tables 1-1 and 1-7. 


Explanation of the diversity among countries in the 
level of household saving as a percentage of gross domes- 
tic product thus turns very largely on the factors that 
account for differences in the proportion of household 
disposable income that is saved. That the differences 
among countries in the distribution of household dis- 
posable income between consumption and saving have 
been very large can be easily seen from table 1-7; as 
a proportion of income, levels of saving over the nine- 
teen fifties as a whole have, in the extreme instances, 
exhibited more than a sixfold difference. 


One possible explanation for this diversity that im- 
mediately comes to mind is the differences among coun- 
tries in levels of per capita real income. It is well known 
that, within a country, the higher income groups tend 
to save a larger proportion of income; and it might 
reasonably be expected that, other things being equal, 
the same would hold true among countries. In fact, 
however, for the industrial countries during the period 
of the nineteen fifties, there appears to have been little 
consistent relationship between inter-country differences 
in the level of per capita real income and in the propor- 
tion of household income that is saved (see table 1-8). 
For instance, in the highest income countries, such as 
Canada and the United States, the level of household 
saving has not been notably high; nor can the relatively 
high level of saving in the Federal Republic of Ger- 
many, as compared with France or the United Kingdom, 
be explained by its comparative level of per capita real 
income. Indeed, it is striking that the country with the 
highest level of household saving, namely, Japan, also 
happens to be the poorest country in the group. 


Evidently, then, saving habits have varied so much 
from country to country as to obscure any effect of 
differences in per capita real income levels. It is, of 
course, possible that, in any particular historical period, 
a lack of association between levels of saving and levels 
of per capita real income may emerge because real in- 
come in some countries has fallen below accustomed 
standards. In these circumstances, there may be a 
tendency for individuals to reduce their saving in order 
to protect their consumption levels. There is reason to 
suppose that this was probably of some impgrtance in 
certain industrial countries during the immediate post- 
war years when incomes had not yet been restored to 
their pre-war levels. In a few countries, household 
saving was, in fact, negative for a time. But it is evident 
that, for the period under review here, this factor cannot 
go far towards explaining the lack of association be- 
tween saving and real income. Pre-war real income 
levels were surpassed in most countries by the begin- 
ning of the period. Even in the case of Japan, whose re- 
covery to pre-war levels was later than that of any other 
country of the group, the pre-war peak was exceeded by 
the middle of the nineteen fifties. 


For the period under review, it is much more relevant 
to consider the relative rates of increase in real per 


capita disposable income as a possible factor contribut- 
ing to the diversity in saving levels. The level of real 
per capita disposable income has certainly been rising 
in almost all the industrial countries since 1950, but 
the disparity in rates of growth among countries has 
been considerable. And given this wide disparity, it, 
would not be unreasonable to expec ig. pro- 
portion of income might be saved in countries where 
the rate o growth in income was greater. On the one 
hand, Tt is us that a slow rate of growth in real 
income of the order of one or 2 per cent may be easily 


absorbed by rising consumption. On the other hand, a 
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Table 1-8. Indices and Annual Rate of Growth of Real Disposable Income 
Per Capita, 1938 to 1950 and 1950 to 1959 


ee 


Source: See table 1-1. 

* Countries are arranged in descending order of 
level of household saving as a percentage of house- 
hold disposable income, 1950-1959. 

> The ranking of each country is based on real 
disposable income per capita converted into United 
States dollars by their respective official exchange 
rates in 1955. Ror comparison, real disposable in- 
comes of eight European countries were converted 
into United States dollars by the purchasing power 
of currencies, based either on United States price 
structure or on an average European price struc- 
ture; these data were obtained from Organisation 
for European Economic Co-operation, Comparative 


much faster rate of growth may result both in a rise 
in the absolute level of consumption and in an increase 
because levels of consumption adjust only gradually to 
rapidly growing incomes. 


The evidence does, in fact, suggest that, for the period 
under review, relative rates of growth in real income 
ere of some importance in explaining the differences 
mong countries in saving levels. While the relationship 
does not appear to have been close, the contrast between 
the extreme cases is striking.** In the Federal Republic 
of Germany and Japan, for example, the remarkably 
high Yates-of-growth in per capita disposable income 
have obviously facilitated the attainment of high levels 
of household saving. By contrast, the relatively low 
- level of saving in the United Kingdom would appear to 

have been influenced by the limited growth in income. 
It is true that the divergent rates of growth in real in- 
come among countries are related to similar divergences 
in levels of investment; and, since high or low levels of 
investment necessarily imply high or low levels of 
saving, the level of saving and the rate of growth in 
real income are interrelated variables. But there appear 
to be some grounds for maintaining that high rates of 
13 As discussed later, relative rates of growth in income have 


assumed a more dominant role in accounting for inter-country 
differences in the trend of household saving. 


Index of Index of real Apne Wes et 
a ee Le rel don 
per capita, — Hoses 
1950 to 1959 1950 ‘ 1955 Bo i 198 
(rank) (1938-100) ao uae 
Japan. Gee Geren at plc as Yak 14 67 98 Weare Ko} 
(Atis irae Ogee wen Pn 3 166 164 167 = 
Germany (Federal Republic)... 11 934 1404 1704 6.9 
New Zealand’................ 4 167 162 164 iy 
Pee csi ccce 5 a on at 2.4 
ESL Se 2 10 120 138 146 Dee 
Denmark PE AS oes cee. oe 9 Wey 118 129 les} 
Austria See ps, See Se os ils 102 149 183 6.7 
LUSTIG TALOS ancien. ciscaes. 149 161 170 1.5 
Conn iG «Sa ee ee 2 167 183 197 1.8 
AWMEC GTR a ee Sn oi roy teat es 6 Talat 129 137 2.4 
Netherlands... .............- 1 89 TON 130 4.4 
France . Se eee 7 Way 146 UWSY 3.3 
United Kingdom... ........... 8 106 122 134 2.6 


National Products and Price Levels, by Milton Gil- 
bert and associates (Paris, 1958) and An Inter- 
national Comparison of National Product and the 
Purchasing Power of Currencies, by Milton Gilbert 
and Irving B. Kravis (Paris, 1954). While the exact 
ranking of countries varies according to the par- 
ticular conyersion rates employed, the results are 
broadly similar. 

e SCARE from the average of 1950/51 and 
1951/52 as the base period, rather than from a 
single year as in the case of other countries, owing 
to the abnormally high level of income in 1950/51. 

4 1936 = 100. 

© 1950-1958. 


investment, through fostering high rates of growth in 


pér capita disposable income, may have-facititated the 
realization of higher levels-of-saving in the household 
Cs i tes ee ee 


sector. 


‘In some countries, the special nature of their experi- 
ence during the nineteen fifties has weakened the link 
between rates of growth and saving levels. In Australia 
and New Zealand the high saving levels for the period 
as a whole reflected chiefly the unusually high levels 
achieved during the Korean boom, when export incomes 
were rising very rapidly. The subsequent declines in per 
capita real disposable income from the peak level were 
actually accompanied by substantial falls in the level of 
saving. On the other hand, the level of saving in Austria 
and the Netherlands was strongly affected by opposite 
events. In the early nineteen fifties, purchases by con- 
sumers, especially in Austria, to replenish stocks 
damaged or depleted during the Second World War 
depressed the level of saving. However, the subsequent 
rapid increases in real income raised saving to substan- 
tially higher levels. 

But, aside from special circumstances, it is clear that 
other factors besides the relative rates of growth in 
income have lain behind the differences in levels of 
household saving. Of particular importance are the | 
differences among countries in the distribution of in- 
come. 
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Since the higher income groups generally devote a 
larger proportion of their incomes to saving, differences 
in the size distribution of income must have had signifi- 
cant effects on levels of saving. Lack of comparable data 
on the size distribution of income makes it impossible 
to trace the effects with any precision.'* However, com- 
parison of the differences in the distribution of income 
by source can be used as an approximation. Broadly 
speaking, the higher the relative share of non-wage in- 
comes in total household income the higher tends to be 
the share of saving. For, income from property gener- 
ally accrues to persons with high incomes; and the 
self-employed, who consist largely of entrepreneurs and 
farmers, normally devote a larger proportion of their 
incomes to saving than other groups with comparable 
incomes, as there are strong incentives for the former 
group to accumulate saving for business expansion. 
Thus, as can be seen from table 1-9 and chart 1-5, there 
has been a fairly close association between differences 


Table 1-9. Composition of Household Income, 


1950-1959 
(Percentage) 
Income 
Compensa- from 
lion property Government 
Country® O and transfers 
employees entrepre- 
neurship» 

Japalver ene ee ie aNen et 49.4 46.0 4.6 
INUGTBINEA,, 50 0 op avcee@snaue 60.77 33.0 6.2. 
Germany (Federal Republic) . 55.6 29.7 14.87 
DERBI, oo sano oh esons vo 63.4 DBre 8.4 
New AepleiiGl 5. cancaoneasc Soo 35.0 9.7 
Belgium emesis ena anaes 46.1 43.8 10.1 
INOT Wa Visuika wyaeae we pu eeaee 59.4 Bonk 16) 
Denmark dae eee 53.0 39,2 7.8 - 
FAUIS UTA Nereis ose as 53.9 aout 13.4 
WnitediStates....seatane sce « TOuk= 24:9 5.0 
Canadanera ns inset ater Ae Sah 8.4 
SWwedentug eatin eae 6950 [eG 8.3 
Neier. .0cs00ceoe008 BD 34.8 9.7 
Frances ace ones W290 34.2 12.9 
United Kingdom= 7 5..2.2.8 . lao TOS 7.4 


Source: See table 1-1. 

* Countries are arranged in descending order of ratio of saving 
of households to disposable income of households. 

b Less interest on consumer debt, where data are available. 

© 1954-1959, annual average. 

41950-1958, annual average. 


14 The sample surveys available for a few countries appear to 
suggest that even with a more or less similar size distribution 
of income, differences in the level of household saying may have 
also reflected differences in the saving behaviour of particular 
income groups. In the United Kingdom, for example, the low 
level of saving may have been related to the fact that negative 
saving has occurred well beyond the average income level, while 
in the United States it has disappeared before the average in- 
come has been reached. Among the wage earners, a higher 
proportion of negative savers has been found in the United 
Kingdom than in Denmark and Sweden. See, Det Statistiske 
Departement, Opsparing i lonmodtagerhusstandene 1955 (Co- 
penhagen) ; Konjunkturinstitutet, Hushdllens sparande dr 1955 
(Stockholm) ; H. F. Lydall, British Incomes and Saving (Ox- 
ford, 1955) and M. F. Erritt and F, L. Nicholson, “The 1955 
Savings Survey”, Oxford University Institute of Statistics, Bul- 


letin, vol. 20, No. 2 (Oxford, 1958). 


Chart 1-5. Level of Household Income from Prop- 
erty and Entrepreneurship and Level of House- 


hold Saving, 1950-1959 
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Source: See tables 1-1, 1-7 and 1-9. 


in the level of saving and in the relative share of income 
derived from property _and entrepreneurship. For in- 
stance, this share has been relatively high in Australia 
and Japan where the level of saving has also been high; 
conversely, both have been low in Sweden and the 
United Kingdom. Were more direct information availa- 
ble on differences among countries in the size distribu- 
tion of income, it seems probable that the association 
between levels of saving and income distribution would 
emerge still more clearly.!° 


‘* It may be noted that the influence of government transfer 
payments on level8 of household saving does not appear to have 
been of much significance. Though the contribution of transfer 
payments to household disposable income has varied quite widely 
from country to country, there is no evidence of any relation- 
ship between the size of these payments and the proportion of 
household disposable income that is saved. For example, large 
transfers in France have been accompanied by a low level of 
saving, but equally large transfers in Austria have been accom- 
panied by a high level of saving. The largest transfers have 
occurred in the Federal Republic of Germany where the level 
of saving has been strikingly high. 
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While the distribution of income and the rate of in- 
crease in real income have probably been the two factors 
of primary importance in accounting for differences in 
saving levels, there have also been other forces, more 
specific to individual countries, which have modified 
saving behaviour in the household sector. One such 
factor is the age composition of the population. For 
instance, since old people, whos cing lives have 
passed, generally save little or even dis-save, a high 
proportion of old people in the population will tend to 
depress the level of saving in the household sector. This 
has probably affected saving adversely in such countries 
as France and the United Kingdom where the aged 
account for a relatively high share of the population. 
Another demographic factor which may also have been 
of some importance in certain countries is the rate of 
immigration. Among new immigrants seeking to estab- 
lish themselves in a strange environment, the motivation 
for saving may be particularly strong. Saving behaviour 
in the household sectors of Australia, Canada and the 
Federal Republic of Germany may thus have been 
favourably influenced by the large incursion of immi- 
grants. Other specific factors which may have given rise 
to differences in saving behaviour are the level of liquid 
assets at the outset of the period and the extent of growth 
in private house ownership. The motive to accumulate 
liquid assets Tor contigencies may, for example, have 
been stronger in such a country as the Federal Republic 
of Germany, where such assets had been severely de- 
pleted after the Second World War and the monetary re- 
form, than in countries where the war and its aftermath 
augmented, rather than diminished, the supply of liquid 
assets. Again, the residential construction boom in many 
countries and the spread _of house ownership may have 
stimulated saving to repay mortgages. Taken together, 
these specific factors may have caused appreciable dif- 
ferences in the saving behaviour of individual countries. 
A comparison of the experience of the United Kingdom 
with that of the United States reveals, for example, that 
were it not for the differences in demographic composi- 
tion, in home ownership and in the liquidity position, 
the observed differences in the level of saving would 
have been considerably smaller. 


Although a precise quantitative evaluation of the 
effect of each of the above-mentioned factors on the 
level of saving cannot be made, it seems probable that 
the distribution of income and its rate of growth have 
been_of primary importance, thoug ir—inthtence 
may have been considerably modified by other factors. 
Further, the set of forces determining the level of sav- 
ing in each country may not all have been of equal 
importance in other countries. For instance, among the 
high-saving countries, the level of saving in Japan has 
been strongly affected by the rapid recovery from war 
destruction, by a continued high rate of increase in real 
per capita income and by a distribution of income in 
favour of entrepreneurship and property. In the Federal 
Republic of Germany, the high rate of growth in per 


capita income has been equally as important as in Japan. 
In Australia and New Zealand, the high saving levels 
were dominated by the spectacular upsurges in income 
and profits arising from an export boom in the earlier 
years; the behaviour of their saving has thus been more 
typical of primary producing countries than of indus- 
trial countries. Among the low-saving countries, the 
United Kingdom has been adversely affected by a com- 
bination of slow growth of per capita income and a 
low proportion of income derived from property and 
entrepreneurship. In addition, the high proportion of 
the aged, the limited spread of home ownership and 
the existence of large liquid assets accumulated during 
the war have all served to restrict the level of saving. 


ENTERPRISE SAVING 


In all the industrial countries, the enterprise sector 
is the largest of the main sources of saving. The level 
of saving of the enterprise sector, however, has not 
varied so widely among countries as has that of the 
government or household sectors. Nor have the varia- 
tions among countries been related in any consistent 
way to the variations in the level of their total saving. 


Not too much economic significance, however, can 
be read into the more limited variation among countries 
in the level of enterprise saving. For, to a considerable 
degree, this reflects no more than the heterogeneity of 
the data. By statistical convention, various disparate 
elements are grouped together under the heading of 
saving in the enterprise sector. Saving in this sector 
includes not only the gross saving of public and private 
corporations, but also the depreciation charges of gov- 
ernment enterprises, unincorporated enterprises and 
private housing. The inclusion in enterprise saving of 
by far the largest part of the depreciation charges of 
the whole econoffy naturally tends to reduce the inter- 
country variations in its level in relation to gross domes- 
tic product. 


Corporate saving, however, is none the less the domi- 
nant component in total enterprise saving. While data 
on corporate gross saving are available only for a very 
few countries, they suggest that the corporate sector 
generally accounts for more than ee ate cacae 
enterprise saving (see table 1-10). 


— 


So far as inter-country variations in the level of cor- 
porate saving are concerned, it is barely possible that, 
if data were available for more countries, comparisons 
would reveal a positive relationship between its level 
and the level of total saving. Among the five countries 
for which data are available, Japan has had the largest 
corporate gross saving as well as the hig el of 
total saving. On the other hand, the level of corporate 
gross saving has been higher in the United Kingdom 
than in France or the United States, though the level 
of its total saving has been lower. 


There are, in fact, strong reasons for supposing that 
the level of gross corporate saving may not be clearly 
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Levels of Enterprise and Corporate 
Saving, 1950-1959 
(Percentage of gross domestic product) 
ee 


Table 1-10. 


Enterprise Corporate Corporate 
Country gross gross net 
’ saving saving saving 
Canada eee ie ee ee: 14.6 8.7 2.9 
Netherland sper ieneieele 14.6 see 5.4 
INOnWAy Sia ttcon. Ges aed Ean la. oe 4.0 
Japan; Sot eit tes ae ee 50 LUA 9,74 5.0 
United Kinedom)..4..s000.- LUA 8.7 4.3 
Pani COO ne oe ee re wl Lal 7.7 ry 
United) Statesese as ere eee LOLS 6.8» Bell 
AwmeiralO., coc cceanencacoon LOS 18 
Germany (Federal Republic).. 10.5 ‘1.8 
New Zeallevnel, oo ao 0nccnccne 9.2 Dey, 
IAUIStTLA tare eee ae 8.0 2.0 
Denmarkicaeeen nice ee ee 7.4: 4.5 


Source: See table 1-1. 

@ 1951-1959, annual average; including depreciation of govern- 
ment enterprises. 

5 Not ceneing depreciation of public corporations. 

© 1950-1958, annual average. 


associated with the level of total saving. First, it is 
obvious that the size of the corporate sector may vary 
appreciably among countries. This cannot be measuted 
with any accuracy, but the data on net corporate in- 
come before taxes which are shown in table 1-11] are 
suggestive of the possible variations. A second and, 
perhaps, more important reason is that depreciation 
charges bulk large in the gross saving of the corporate 
sector, and the size of these charges has not necessarily 
any relationship to the current saving behaviour of the 
community. 


The proportion of gross corporate income before 
taxes set aside for depreciation is shown for six coun- 
tries in chart 1-6. It will be seen that. in all countries, 


Talo Jett, 


Levels of Corporate Income and 
Taxes,’ 1950-1959 


(Percentage of gross domestic product) 


Net corporate Corporate — Corporate 


Country income direct disposable 
before taxes» tares income 
United Kingdom........... 12.9 Syl 7.9 
INDOTEMNG. on oe oneooneoo mae 114 oD 7.9 
United MS tatessn i imelaenaenntn LOW, Bear 5.4 
(Ganado ee ane 10.4 4.8 5.6 
INGwaZealanclnein sn 10.0 4.9 Ol 
JERE ee na eaces dean nente 8.6 oc Bell 
INOLWayaccuy brash es ec 4 (oye 3.9 4.6 
Imalepoel, oo uokouoerbemuee.. 6.8 4.1 2.8 
PTA CE te rn ie eatin ae eek 6.1 2D, 4.0 
Germany (Federal Republic).. 5.8 Bll Del 


eee 


Source: See table 1-1. 

*The corporate sector includes private and public corpora- 
tions, except for Australia, Japan and the United States, where 
it includes private corporations only, owing to lack of compre- 
hensive data on public corporations, Corporate income is after 
inventory valuation adjustment wherever data are available. 

» After depreciation. 


Chart 1-6. Uses of Corporate Income before 
Depreciation, 1950-1959 
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@ Japan, 1951-1959; Sweden, 1957. 


Depreciation 


Net saving 


depreciation charges accounted for about-one-half or 
more of gross saving and that, in some countries, they 
amounted to substantially more.’® Government fiscal 
policy with regard to depreciation allowances affects 
the level of these charges; liberal depreciation allow- 
ances tend to be reflected in high depreciation charges, 
since the full use of these allowances minimizes taxes. 
But, in the main, the amount of income absorbed in 
depreciation charges over a period of time reflects the 
structure of depreciable assets in the corporate sector. 
Thus, in so far as gross corporate saving is dominated 
by the amounts:set aside for depreciation, the level of 
such saving is partially determined by the nature of 
past investment rather than by current saving decisions. 


From the point of view of current saving behaviour, 
it is thus more relevant to consider corporate net sav- 
ing than corporate gross saving. Corporate net saving 


as a percentage of gross domestic product is shown for 


twelve countries in table 1-10. It will be seen that, with 
depreciation charges removed, the inter-country varia- 


tions in the level of corporate saving were magnified, 
net saving in certain countries being as much as three 


times larger than in some other countries. 


‘6 The unavailability of data for most countries is chiefly due 
to the fact that depreciation for the corporate sector cannot be 
separated from total depreciation. However, on the basis of rough 
estimates, it seems that the above observation is generally ap- 


plicable. 
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As with the level of gross saving, part of the explana- 
tion for differences in the level of net saving must lie 
in the variations among countries in the size of the cor- 
porate sector; corporate income” as a percentage of 
gross domestic product has, as already noted, varied 
considerably among countries. But a further part of 
the explanation must also be found in the proportion 
of corporate income that is saved. 


For a majority of countries, as may be seen from 
table 1-12, net saving as a proportion of corporate in- 
come after depreciation and before taxes varied within 
a relatively narrow range. At the extremes, however, 
the variation was substantial; net saving in Japan, for 
instance, amounted to almost one-half of income whereas 
in the United States it was only about one-fifth. 


The narrow range of variation in most countries is 
of some interest in view of the greater variation in the 
proportion of net income paid out in direct taxes. This 
implies that there has been some tendency for tax pay- 
ments and dividends to offset each other. For example, 
in Finland and the Federal Republic of Germany, rela- 
tively high tax payments in relation to corporate income 
have been accompanied by a relatively Tow proportion 
of income distributed in dividends; by contrast, mark- 
edly lower tax disbursements in Australia and France 
have largely been offset by higher dividend payments. 
In Japan and Norway, however, where net saving as a 
percentage of corporate income before taxes has been 
markedly higher than the average, dividend disburse- 
ments have absorbed unusually small proportions of 
income. And in the United States, where net saving has 


been substantially lower than the average. both tax and 
dividend payments have been relatively high. 
—— on 


In terms of the influence of corporate taxes on cor- 
porate saving, these relationships are of some interest, 
though no firm conclusions can be drawn, since ac- 
count should also be taken of the role of depreciation 


17 After depreciation and before taxes. 


allowances in taxation and of depreciation charges in 
saving. In any case, though corporate taxation may not 
have influenced corporate saving behaviour as much as 
might be supposed, it should not be inferred from the 
above that corporate dividend policy has merely been 
passively adapted to taxes. In other words, other factors 
besides taxation have influenced the dividend and saving 
policies of corporations. 


With a given tax bill, dividends and net saving can 
be viewed as competitive claims on corporate disposable 
income. And there is some indication that the appor- 
tionment between dividends and net saving has been 
influenced by corporations’ plans for expansion. Thus, 
the high corporate net saving in relation to corporate 
disposable income in such countries as the Federal Re- 
public of Germany and Japan, as shown in table 1-12, 
has apparently been related to the volume of finance 
required for expansion. Conversely, the relatively low 
corporate saving in the United Kingdom and the United 
States has partly reflected the slow growth of corporate 
investment. Furthermore, dividend policy may also be 
influenced by the pattern of external financing. A rela- 
tively liberal dividend policy may be required in coun- 
tries such as the United Kingdom and the United States 
where equity financing has been more important than 
in such countries as the Federal Republic of Germany 
and Japan which have traditionally relied more heavily 
on loan financing. 


In summary, neither the level of enterprise saving 
nor that of corporate saving has been closely associated 
with the level of total saving. To an important degree, 
this has been because depreciation charges are a major 
component of saving in these sectors; and depreciation 
charges are mainly related to past investment, though 
they are also influenced by current fiscal policy with 
regard to depreciation allowances. Another factor has 
simply been the variations among countries in the size 
of the corporate sector. Fiscal policies, corporate divi- 


Table 1-12. Uses of Net Corporate Income,” 1950-1959 
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Net 
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Direct Net 


tares Dividends» saving Dividends» 


Country ps tiara thes income pened 2 

Vm gy he. eel. UME OSes oes Eee an 47.7 46.0 6.3 88.3 IL 
oral 4 ee Oe see ate ees 47.0 40.9 Wn) 79.3 20.7 
(MIS i TAlid ame ee tees 5 seeiear sa uekestnelet 34.4 Pile, 34.4 49.1 50.9 
Dinited Wincdord 26 cae e.niersd nee ays 33.4 39.2 27.4 54.6 45.4 
LEWERI TEEN. on cat CO Oe creer eo 31.4 34.4 34.2 47.9 SPrslk 
Germany (Federal Republic)......... 31.0 54.3 14.6 68.1 31.9 
[EaNehaTol™ co Ne, foe, ER ee ea ere eee RIE 30.0 59.2 10.8 73.9 26.1 
(GENER aa nt Puy ee a ora eee 27.8 46.4 25.8 51.1 48.9 
INextacal alidareseves pacers ene te 26.8 48.7 24.5 B22 47.8 
[Wlinbiieth hiss Ricci, 5 eee Meee: Chere ree saci 20.8 49.5 29.7 41.2 58.8 


ns 


Source: See table 1-1. 
a See footnote a to table 1-11. 
b Including corporate transfer payments. 
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dend policies and corporate programmes for expansion 
have all influenced the proportion of corporate income 
that is saved, though high or low tax payments appear, 
to some extent, to have been offset by opposite varia- 
tions in dividend payments. 


FOREIGN SAVING 


The demand for saving to finance domestic invest- 
ment is rarely exactly equal to the supply of saving 
generated internally in the public and private sectors. 
Any deficiency or excess in domestic saving is offset by 
opposite movements in the external accounts of a coun- 
try. Thus, if a country has a deficit in the balance of 
payments on current account, this means that it is 


drawirfg on foreign saving to an equal amount, and, 
conversely, if it has a surplus, it is a supplier of foreign 


saving.'® 


Since foreign saving serves as a balancing item in 
demand and Hpely of domestic saving, it ich seem 
reasonable to expect that the level of freien saving in 
industrial countries would be largely the outcome of 
domestic economic forces. It is certainly true that the 
short-period variations in the level of domestic eco- 
nomic activity that occur in industrial countries have 
often been associated with corresponding variations in 
the external balance. Short-run balance of payments 
difficulties in the United Kingdom, for example, have 
usually been connected with buoyant domestic demand 
conditions ; wit rising omestic activity, imports 
risen relatively to exports and the external balance or, 
in other words, the supply of domestic saving to the rest 
of the world, has diminished. 


However, the inter-country differences in levels of 
foreign saving during the nineteen fifties as a whole do 
not reflect internal economic forces alone. Differences 
in the size of the foreign trade sector, in trends in ex- 
ports and in the level of autonomous, long-term capital 
flows have been equally important. 


The a of the size of the foreign trade sector 
e stressed. That the supply of saving to 
the ceror the world has been only 0.6 per cent of 
gross domestic product in the United States, for ex- 
ample, as shown in table 1-13, primarily reflects the 
relatively small size of the foreign trade sector. Exports 
and imports of goods and services, though very large 
in relation to world trade, have amounted to only 5.2 
and 4.6 per cent of gross domestic product. An export 
surplus which has been large in absolute terms has thus 
been smaller, in relation to domestic output, than in 
some other countries. 


But even among countries in which the foreign sector 
has been of about the same size, levels of foreign sav- 
ing have varied considerably. Among the major indus- 


eos 

18 Positive foreign saving therefore means a deficit in the 
balance of payments on current account, and negative foreign 
saving a surplus. 


Levels of Foreign Saving, Exports 
and Imports, 1950-1959 
(Percentage of gross domestic product) 


SE eee 
Exports of | Imports of 


Table 1-13. 


Country Foreign goods and goods and 
saving*® services services 
INGIWAYan sac cee 2.5 AZO 44.6 ~ 
(Canada, coon teers 25 21.0 23.4 
Mastralidus. = aeiccc ae oe 19.4. 21.8 
I NO{adt We grit Wiahenole SAO Oe oe 1.4 . 2.6 23.0 
Teghy Setar tye te eee eS ‘12.8 14.2 
INGwaLealaiicl se arnene ene Oni 28.4 29.1 
Deniniar keane 0.2 322 2S 
Fyatitecy ciate oe 0.2 14.7 ‘5.0 
SC WECeTiCN mse crc erer trance —0.3 27.9 Pilih 
United Kingdom........-: = 29.9 29.0 
WnitedeStatecwneee rae —0.6 Boe —4.6 
Binland =n see eerie —l.1 24.0 22.9 
Japa) noes ee —1.2 34 202 
INetherlandseeeaneece trae —1.4 50.2 48.8 - 
Belgium”. . —1.4 32.8 31.4 
Germany (Federal Republic) . —3ul 20.2 ivi 


Source: See table 1-1. 

* Foreign saving is equal to imports of goods and services 
minus exports of goods and services. Imports and exports include 
factor income but exclude current transfers to and from the 
rest of the world. 

5 1950-1958, annual average. 


trial countries, the divergences in export experience 


have Sontributed significantly to the differences in levels 
of foreign saving. OF all the countries, for example, 
the surplus on current account, expressed as a Nesp 
of gféss domesticproduct, has been greatest in the 
Fedefal Republic of Germany—Phis_has been the out- 
come—of-asharp and continuous rise in exports. It is 
significant, moreover, that the high rate of internal 
growth has contributed to the advance in exports; the 
domestic growth has made it possible to achieve a rapid 
expansion of those export industries for whose output 
world demand has been increasing most strongly. By 
contrast, in the United Kingdom, the trend in exports 
has been much less favourable, reflecting in part the 
relatively slow growth of demand in major export mar- 
kets and in part the relatively limited pace of expan- 
sion in the more dynamic industries. Austria and Italy 
—although, on balance, drawing upon foreign sources 
of saving during the decade of the nineteen fifties—were 
transformed by the sustained upsurge in exports 
throughout the period into net export surplus countries 
in the latter years. 


Long-term capital movements are frequently a fur- 
ther Saderetdenh factor influencing levels of foreign 
saving. As may be seen from table 1-14, countries whl 
drew on foreign saving during the nineteen fifties were 
in general recipients of long-term capital, while coun- 


tries which supplied saving were exporters of such cap- 
ital. 


The predominance of private, as distinct from official, 
long-term capital flows in the total is evident in most 
countries receiving foreign saving. In Canada this flow 
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Table 1-14. Components in the Financing of Foreign Saving, 1950-1959 
(Percentage of gross domestic product) 
oo eeeeeSSSS—SsSsSs— 
Gousiiry Koae - Long-term capital and grants 
7 saving Total Private Official 
De REM Gre etre cre ay Steet Garekt AS He AVA 2.6 2.0 Lo 1.0 
Ne eatin oe eos Sins 95 bi 2.5 2.6 2.8 —0.2 
eo (occa fy vay 2.3 1.7 1.6 0.1 
eee os Goin ov ose 14 1.7 0.3 1.4 
SE ES AOR nee a iS A) Wa 0.2 
BO 6 gone arginine 0.7 LA it 0.3 
Deanery én sc ergs cn cnecns 0.2 0.4 = 0.4 
ES Ce ree —0,3 —0.3 =0,1 —0.2 
Rie OR oo ne 6a ace suis ve =0.5 —1,2 —1.1 —O.4 
RMD SHARES Sa ta cn 6. eK aac sn ue —0.6 —1.2 —0.6 ~0.6 
OLS RT SA ee = 11 =O 0.1 —0.8 
PANN ML ha Scat ocak Svan ck Ck —12 0.4, 0.3 0.2 
POR MEN ao 5.504 4 Gass x cm wr — 14, 0.5 0.6 Or 
EE Nuit ei Ey oe 05 xo ons —1.4 —0.9 —0.9 se 
Germany (Federal Republic)........... —3.1 —0.5 —0.2 —0.3 
Source: Division of General Economic Research statistics, taken mainly from International Mone- 
and Policies of the United Nations Secretariat. tary Fund, Balance of Payments Yearbook (Washing 
Figures for foreign saving are the same as those ton, D. C.). Data do not add to totals because of 
shown in table 1-13 and are derived from national rounding. A minus sign indicates an outflow of 
accounts statistics. Figures for long-term capital capital. 
and grants are derived from balance of payments ® 1950-1958, annual average. 
has actually exceeded the total, an outflow of capital on Germany, on the other hand, it has been substantially 
official account having partly offset the inflow on private greater; and in Japan and the Netherlands, favourable 
account. In Italy, the sharp increase in the inflow of export balances have been associated with a net inflow 
private long-term capital in the latter part of the nine- of long-term capital. 


teen fifties contributed to an expansion of its share of 
the total long-term capital inflow. Austria and Norway 
have been the only countries where a substantial inflow 
of official capital and grants has taken place, although 
this was entirely concentrated in the early nineteen 
fifties; it primarily reflected official grants by the United 
States to Austria and lending by the International Bank 
for Reconstruction and Development to Norway. 


These discrepancies between the balance of payments 
on current account and movements in long-term capital 
and grants reflect changes in foreign exchange reserves 
and short-term foreign assets or liabilities. In the United 
Kingdom and the United States, for example, the excess 
of long-term capital outflows over the flow of domestic 
saving to the rest of the world has been matched by in- 
creases in their net short-term liabilities and also, in 


It will also be seen from table 1-14 that foreign sav- the United States, by a downward trend in foreign ex- 
ing and long-term capital movements have not been change reserves. Conversely, in the other countries 
exactly equal. In the United Kingdom and the United where long-term capital outflows have been less than 
States, for example, the supply of saving to the rest of the flow of domestic saving to the rest of the world, 
the world has been less than the outflow of total long- foreign exchange reserves and net short-term assets have 
term capital and grants. In the Federal Republic of increased, 


Trends and fluctuations in saving 


TRENDS IN SAVING behaviour of communities. It is therefore of considerable 
interest to identify the factors accounting for changes 


The foregoing analysis has served to throw some light Poet iinieadicavine behaviour, 


on the factors shaping the saving behaviour of com- 


munities during the last decade taken as a whole. How- Between 1950-1954 and 1955-1959, the total supply 
ever, even in this comparative analysis of levels of of saving increased relatively to gross domestic product 
saving, it has been quite evident that saving habits are by in most industrial countries (see table 1-15). In some 
no means immutable. In particular, governmental poli- two-thirds of the countries, the increases exceeded 1.5 
cies, since they affect the economic decisions of almost per cent of gross domestic product; and they were par- 
all ‘individuals and institutions, may combine with ticularly large in Austria, Japan, the Netherlands and 


dynamic market forces to induce changes in the saving the United Kingdom where they ranged from about 2.5 
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i i ing: i - d Changes in 
ble 1-15. Foreign and Domestic Saving: Levels in 1950-1954 an 
ae Ce: Levels from 1950-1954 to 1955-1959 


(Percentage of gross domestic product) 


Total supply of saving 


Foreign saving Gross domestic saving 


Soe Level Change Level Change Level Change 
ee etter 20 Sell —1.9 18} 26.9 Sie 
ee ieee Saran 4 eo eee 20.2 3.1 160° 24 17.7 5.5 
Netherland seen nan nee 22.8 Siall —1.2 —(0.4 ate oe 
Wnited Kingdom. an nea 13.4 2.6 =(-9 —0.1 
tal ype tte Mae hain ae 19.8 2.0 DO —1.8 ae a 
Germany (Federal Republic) . ee - a a ae oe 
Bel evr icy eae eon teense ens : : —0. —2. 9 
Sn tare 24.1 1.6 1.4 Da Daal OS 
eae eee gee en ce oe 20.3 1.6 —0.9 12 21.2 0.3 
Kinlandeere eee err a re 24.8 1.6 —1.6 iL) 26.4 0.6 % 
‘Francem nee a te ear ee 17.9 85 0.1 0.3 17.8 2 
WititedsStatecema aerate nein nee 17.9 0.3 —0.5 — 18.4 0.3 
INOTIW EV Meee ITA ear aie ie ee 29.6 0.1 Sy —1.2 26.4 Wes) 
INeweZealand pane Devel —1.0 —0.1 1.6 DP 08: —2.6 
[Dyerrvonayella®, po oon ocueduanavec 19.4 —1.5 2 —2.2 18.2 0.6 
ATIStrall eee tye eke nae 29.6 —2.3 2S —0,2 Zila —2.) 


Source: See table 1-1. ; 
Note: Since all the figures are expressed in terms 
of percentages of gross domestic product, the level 


in 1955-1959 is equal to the level in 1950-1954 plus 


to 5 per cent. Among the remaining third of the coun- 
tries, the level of saving remained fairly stable in 
Norway and the United States, but fell appreciably in 
Australia, Denmark and New Zealand.‘ These divergent 
trends in the total supply of saving were generally not 
sufficiently large to alter the relative position of coun- 
tries as high or low savers between the earlier and latter 
parts of the period. Those which had relatively high 
levels of saving at the beginning of the period still had 
relatively high levels at the end of the period; and 
conversely. That a number of countries e, with 
relatively high fteelenotayae oe LOtomanieaen of 
the period and some with relatively low levels, experi- 


enced appreciable increases in saving is none the less 
of considerable interest. 


As with inter-country differences in the level of total 
saving, the divergent trends in total saving have been 
dominated by trends in the supply of domestic saving. 
As will be seen below, foreign saving, however, has 


been much more important in accountine for changes 
in explaining inter-country differences in the level of 
saving. 


The trends in domestic saving experienced in the 
various countries have diverged widely. At the one ex- 
treme, gross domestic saving as a percentage of 
domestic product increase y as much as 9.9 per cent 
in Austria between 1950-1 an ;_and, at 


1955-T95% 
the other, dectined by 2.6 per cent in New Zealand. The 
experience of other countries varied quite widely be- 


19 Tt should be noted, however, that a reversal of this trend 
was observable in Denmark in the most recent years. 


2TOss 


the change from 1950-1954 to 1955-1959. 
a Countries are arranged in descending order of 
the change in the level of the total supply of saving. 
b Change from 1950-1954 to 1955-1958. 


tween these extremes, though a small group recorded 
increases of about 3 to 4 per cent. 


The divergent trends in domestic saving have arisen 


y from the marked differences in changes in 


prima’ 

househof saving (see tablet arly all the 
countries where the level of total domestic saving has 
risen, so has the level of household saving; and in most 
of the countries where total domestic saving has declined 
or risen only slightly, household saving has fallen. By 
contrast, the changes in the level of government or enter- 
prise saving have usually been smaller in magnitude 
and have, moreover, been much less systematically re- 
lated to the trends in total domestic saving. It is true 
that among the countries where the level of total saving 
has declined or has barely changed, the level of govern- 
ment saving also has usually diminished. But in some 
countries, such as Japan and the Netherlands, which 
have experienced substantial increases in total saving, 
a relative contraction in government saving has also 
taken place; and among other such countries, changes 
in the level of government saving have usually been 
small. It is even more striking that almost all the coun- 
tries which have experienced a decline or no significant 
change in the level of enterprise saving have been 
among those recording a rise in the level of total 
domestic saving. 


The divergent trends in the level of household saving 
as a percentage of gross domestic product have, in the 
main, reflected changes in the proportion of household 
disposable income that is saved (see table 1-17). House- 


hold disposable income as a percentage of gross domes- 
tic product has changed but Iittle in m ntries. The 
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Table 1-16. Change in Level of Domestic Saving, by Sector, 1950-1954 to 1955-1959 


(Percentage of gross domestic product) 


eee 


E Gross General 
Country domestic government Enterprise Household 
saving saving saving saving 
Austria REN ta NE er ohne Voie, ici Wis soared 5.5 0.4 —1.0 6.1 
Ne Sega i cals asc leds ta lade ss chews 3.8 0.6 0.6 2.6 
| P.OROSI  iRe a etd 3.8 —1l.1 3.8 Ut 
NeinentandG eee me nney ee ae oo —4.0 — lee 
Germany (Federal Republic)............... ovo 1.4, a 0r oT 
Weg NUMA ONE Se Ricele wise des ev eve dis Bul Oso 0.5 i 
DUERMO ye ac oa ake sex dhe vs a ks 0.1 =) U3} 
rancemeee eet ss ee ite? 0.3 —1.0 1.9 
eam era Ce NY ng 0.6 —2.3 es oe 
Dlenmarkiwes seein ak. mk eee. 0.6 1.0 0.8 —1.2 
Ce eee wee, wD Rone cet oats 8 0.3 0.7 —1.7 13) 
(USAR PONE Se ne i ee ae ee ee a re 0.3 —0.5 0.8 —0.1 
ESTA G EYEE 6 teh a ges cee, Sen ie ae ae ed —0.5 —1.2 ike —0.5 
i AOSGTIGEE Utley © RE ee ae —2.1 —1.0 3.0 —4,.] 
INawetcalanuieec chet ok. ke ew —2.6 —0.3 0.1 —2.4 
oe ae 


Source: See table 1-1. 
* Change from 1950-1954 to 1955-1958. 


hare of saving in income, however, rose between 1950- 
954 and 1955-1959 by as much as 11.1 per cent in ihe 
Netherlands and 8.4 per cent in Austria. and in several 
ther countries it increased by amounts varying from 
bout 2 to 4 per cent. On the other hand, its share de- 
‘lined in Australia, Canada, Denmark and New Zealand 
xy sums ranging up to about 5 per cent. Only in the 
Jnited States did the share of saving in disposable 
ncome remain fairly constant. 


The most important single factor accounting for these 


. OO 
shanges in the proportion of income set aside as saving 


has been the differences among countries in the rate of 
growth in real ita disposable income, Attention 


has already been called to the influence of this factor 
in explaining inter-country differences in levels of 
household saving. There, it was mentioned as one among 
several reasons, but in relation to relative trends in 
saving, it has been of much more decisive importance. 
This can be clearly seen from chart 1-7, which compares 
the changes in the share of household saving in disposa- 
ble income with the rates of change in real per capita 
disposable income. For example, in such rapidly grow- 


ing countries as Austria and the Netherlands, | 


Table 1-17. Changes in Levels of Household Saving, Household Disposable Income 
and Income from Property and Entrepreneurship, 1950-1954 to 1955-1959 


(Percentage) 

Change in Change in Household saving Change in income 

household disposable as percentage of from property and 

Country saving income disposable income peta Rie 

gets Gag ele Bd Level Change houschala. wane 
Wetherlands. 142.46 <checoauat xievers LS 32 0.8 WL. —1.4 
JAN a Yo] nig Fs Re CRE Ee arg tees, Oe 6:1 0.2 3.9 8.4. —2.6 
Germany (Federal Republic)... 21 0.6 10.0 3.9 =—22 
Belg ye: anager a 0: 2.6 —0.4 8.6 3:0 —0.8 
Prarie: een tig Soren ee 1.9 I 3.6 2.6 —3.7 
United Kinedom: -. i — Vd 2.4 oe 
exe ce sete ace cacs eer 18 —1.4 8.1 2.4 =—2.9 
SWECCTI Gun sett ne notre ss V3 —l.1 5.4 PM —3.5 
Une Gia hee ace ae ee a ae il —0.6 14.3 1.8 —6.0 
Unaitedotateso te ates stele —(.1 —0.2 7.6 0.1 —2.2 
(Garindaee Mens erate aaa —0.5 —0.9 Hee —().7 —4.7 
Denmarw’ eda heen Sas —1.2 —2.9 9.8 _ 1.2 —3.0 
iNewaZesalandieuna. eee —2.4 — 12.0 —3.3 ay 

INGEN 2. 6 oecileerriatae Dee oe —4.1 —2.1 16.3 —5.2 —5. 


peices cee O_O 


Source: See table 1-1. in 1950-1954, and not, as other columns, the 


: + s eae 
a Th lumn shows the level of household sav- change in level between the two perioc 
ing as SSerpenunad of household disposable income b Change from 1950-1954 to 1955-1958. 
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exhibited a remarkably stable trend over long periods 
of time despite long-term growth in real income. For, 
when the rate of increase in real income has been rela- 
tively moderate, its effect on saving behaviour has 


a proportion of income has increased, whereas in such 


countries as nce of 


an upward trend 
accompanied by a dectine in the share of saving in 
income. This relationship, it may be noted, is quite tended to be neutralized by the steady advance in con- 
corSistent with the fact that in some countries, such as sumption levels. But when the rate of increase in real 
the United States, the share of saving in income has income has been rapid—as it has in a number of coun- 


in per capita real income has been 


Chart 1-8. Relationship between Level of. House- 
hold Saving in 1950-1954 and Change in Level 


Chart 1-7. Relationship between Average Annual 
Rate of Change in Real Disposable Income per 


Capita and Change in Level of Household Saving, of Household Saving, 1950-1954 to 1955-1959 
1950-1954 to 1955-1959 (Percentage of household disposable income) 
(Percentage) 12 Ne 
e 


12 


— 
(=) 


Change in household saving 
(percentage of household disposable income) 
o 


Change in household saving from 1950-1954 to 1955-1959 


—1) 0 2 4 6 8 10 12 14 . 16 18 
Level of household saving in 1950-1954 


—1 0 1 2 3 4 5 6 7 8 


Average annual rate of change in real disposable income per capita 


Chart 1-9. Relationship between Change in Share 
of Income from Property and Entrepreneurship 
and Change in Level of Household Saving, 1950- 
1954 to 1955-1959 | 


(Percentage) 
12 A — Australia 
Au — Austria 
10 B — Belgium 
C — Canada 
8 D — Denmark 
F — France 
} G — Germany (Federal Republic) 
J — Japan 
; Ne — Netherlands 
NZ — New Zealand 
No — Norway 
S — Sweden 


UK — United Kingdom 
US — United States 


Change in household saving 
Le) 


—8 -—7 -6 —5 —4 —3 -—2 }) meshien Gaeta 


Change in share of income from property and entrepreneurship Source: See tables 1-1 and 1-17 
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cies during the last decade or so—there has been room 
‘or an increase in the share of saving concurrently with 
continuing improvement in the standard of living. 


It is obvious, however, that differences among _coun- 
ries in the degree to which the share of saving in income 
as changed are not wholly ascribable to rates of change 
real income. /And this 1s not too surprising since, after 
ll, there are limits to the amount which most people are 
villing to save no matter how high the rate of growth in 
eir income. Thus, in a country where the initial level 
'f Saving was already quite high, it would be expected 
hat ftirther increases would be modest, even if income 
ose rapidly. But if the initial level were low, a fast 
yace of advance in income might raise the level substan- 
ially. The initial share of saving in disposable income 
vhich obtained in 1950-1954 and the change in its share 
irom that time to 1955-1959 are compared in chart 1-8; 
nd it is clear that there is some correspondence. The 
ifferences among countries in the initial level of saving 
nay thus largely explain why some countries deviated 
rom the average experience illustrated in chart 1-7. In 
he Netherlands and the United Kingdom, for example, 
he extremely low levels of saving in the initial period 
:ppear to have contributed towards bringing about com- 
yaratively large increases in the share of saving in 
ncome relative to the growth of real income. Conversely, 
-hanges in the share of saving in the Federal Republic 
»f Germany and Japan have been influenced by the 
elatively high levels of saving in the initial period. 


It is of particular interest to note that the increases 
n household saving have been achieved despite a gen- 
sral decline in the relative share of income derived from 
yroperty and entrepreneurship in total personal income. 
it is true that, as shown in chart 1-9, changes in the 
share of saving in income have been fairly closely as- 
sociated with changes in the share of income derived 
‘rom property and entrepreneurship. The greatest in- 
sreases in saving have tended to take place in countries 


ge rcnan-cl acon fom property and 
sntrépreneurship has declined Jeast. For instance, in the 
Netherlands, where the decline in the share of the latter 
yas been much less than that in France, the increase of 
he share of saving has tended to be greater. But the 
nere fact that the distribution of income has not changed 
n the direction which normally contributes to an in- 
srease in saving would suggest that the increases in 


x ae 
aving have not reflected the saving behaviour of high- 
ncome classes alone. In other words, the increases have 


robably occurred throughout a broad band of income 
evels. 


While lack of data on saving by income group makes 
t impossible to verify this hypothesis conclusively, the 
wailable evidence supports it. Thus, in the United 
<ingdom, sample surveys have shown that, while dis- 
aving had occurred in income groups well above the 
nean income level at the beginning of the nineteen fif- 
ies, by the middle of the decade it was confined to groups 


below that level. Furthermore, though wage earners as 
a group had dis-saved at the beginning of the period, 
they had begun to contribute to total saving by the 
middle of the period.*? Similarly, in the Federal Re- 
public of Germany, the saving out of “mass incomes”?! 
amounted to only about 3 to 4 per cent at the beginning 
of the nineteen fifties but has reached 8 to 9 per cent in 
more recent years.”* Such increases in saving among the 
lower income groups probably reflects the growth of 
real wages beyond the socially accepted minimum levels. 
Once a certain wage-level has been reached, new patterns 
of consumption become possible and the motives for 
saving are strengthened by such things as the desire to 
own a home or to purchase a car or some major appli- 
ances. This effect on saving may have been especially 
marked in countries such as Austria, the Federal Re- 
public of Germany, Japan and the Netherlands, where 
the absolute level of real income of the great mass of 
the population is still relatively low.** 


Changes in the level of both government and enter- 
prise saving have, as noted earlier, generally been much 
less important in accounting for the divergent trends in 
total domestic saving. Among such countries as Aus- 
tralia, Canada, New Zealand and the United States, 
where the total domestic saving declined or barely 
changed between 1950-1954 and 1955-1959, the level 
of government saving as a percentage of gross domestic 
product also fell in varying degree (see table 1-18). 
On the other hand, in most of the countries where total 
saving rose, government saving either changed little or 
contracted quite substantially. The Federal Republic of 
Germany was a major exception; here an increase in the 
level of government saving contributed substantially to 
the rising level of total saving. 


The general absence of an upward trend in the saving 
of general government has been partly related to the 
lack of a marked trend in the growth of government 
investment. Although government investment has tended 
té rise somewhat in relation to total output since 1950, 
none of the increases has been sizable.** Consequently, 
governments have not generally regarded it as necessary 
to raise the rate of government saving. At the same time, 
the tendency for government income to increase auto- 
matically in a growing economy has often been offset 


20 See M. F. Erritt and F. L. Nicholson, op. cit. 

21 Net wages and salaries and government transfers. 

22 See Deutsche Bundesbank, Monthly Report, vol. 12, No. 9 
(Frankfurt). 

23 The relative influence of the three variables discussed above 
on the trends in household saving can be estimated by the method 
of correlation analysis. The partial correlation coefficients be- 
tween the changes in the share of saving in income and the 
changes in the three variables are as follows: per capita real 
disposable income, 0.84; the initial level of household saving, 
—0.64; and income from property and entrepreneurship, 0.50; 
the multiple correlation coefficient is 0.93; this is to say that the 
influence of these variables, taken together, has accounted for 
about 86 per cent of the changes in the level of household saving. 

24 See United Nations, World Economic Survey, 1959, pages 
42 to 48. 
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Table 1-18. Changes in Levels of General Govern- 
ment Saving, Disposable Income and Consump- 
tion, 1950-1954 to 1955-1959 

(Percentage of gross domestic product) 
Be ee 


Gross Disposable Consump- 

Country saving® income* tion 
Germany (Federal Republic).. 1.4 0.1 ales 
[Dyermaingi. -sgocnoosoonstocoe 1.0 253 1.3 
Swedéenwe es eae nin aicae On 2.9 22. 
Beleiumbe 264 sane a 0.6 0.1 —(3 
United Kingdom=)..--ne =. 0.5 =0.9 =e 
NUS brig eaten sear ee 0.4 0.8 0.4 
Erance cee weer ut ane 0.3 0.3 — 
INOUW ay astro re meter a hae 0.1 iA! ite 
INewsZealancd ener tanner —0.3 —0.2 0.1 
WinitediStatessaaa sei eae —0.5 —0.] 0.4 
INOGUEINGL, go op cesbagaoneont —1.0 —l.l —0.1 
Vea Ti pes Seas crew iat. l isk. ites 2 ba 2.) 0.9 
(Cana damn eee. ae er, —1.2 —0.7 0.5 
Kinlandeee peers cece —2.3 —(0.7 Ieee 
NeiaeHaags, ono oeneooenc0ce —4..0 —3.3 0.8 


Source: See table 1-1. 
@ Including depreciation where data are available. 
> Change from 1950-1954 to 1955-1958. 


by tax reductions in response to popular pressures and 
by the expansion of government current expenditure. 


Government disposable income, as may be seen from 
table 1-19, increased substantially between 1950-1954 
and 1955-1959 only in Austria, Denmark, Norway and 
Sweden. Elsewhere it showed no significant change or it 
declined; the decline was particularly large in the 
Netherlands. These differing trends have been influenced 
by changes both in government net transfers to the 
private sector and in tax revenues. Transfers have in. 


creased in almost every_country, reflecting the post-war 


movement ards provision of more adequate social 
security coverage. The increases have been particularly 
marked in some countries where coverage at the outset 
of the period was rather limited. Transfers, however, 
have represented only a part of total social welfare 
expenditure, and in some countries, such as the Scan- 
dinavian countries, the expansion in direct provision of 
social services has also resulted in an increase in govern- 
ment current consumption expenditure. 


Since transfers have risen everywhere, differences in 
trends in disposable income have been largely dependent 
upon the rates of growth in tax revenue relative to out- 
put. But the behaviour of revenue from the various 
taxes has differed greatly. In most countries, revenue 
from household taxes has risen mainly as a result of 
increases in the rate and coverage of social security 
contributions; other household taxes have in fact been 
reduced somewhat in many countries. In Australia and 
Japan, the reduction in personal tax rates has been espe- 
cially important. In some cases, however, as in the Scan- 
dinavian countries and the United States, the increase in 
revenue from other household taxes appears largely to 
have been the outcome simply of the rising levels of 
individual money incomes; at higher levels of money 
income, the effective rate of personal income tax rises, 
even though statutory rates remain unchanged. In con- 
trast, revenue from direct taxes on corporate incomes 
has generally tended to decline because of deliberate 
government action. Generally, the excess profit taxes im- 
posed during the Korean boom have been abolished and 
more liberal tax provisions, such as the introduction 
of greater flexibility in depreciation allowances, have 


Table 1-19. Changes in Levels of Government Disposable Income and Components of Income and 
Expenditure, 1950-1954 to 1955-1959 


(Percentage of gross domestic product) 


TY 


i Bees Direct taxes Li Wa thes Consumplion of government 
ountry govern- House- —_ Corpora- minus transfers» income® 
ments Total hold tion subsidies Total Civil Defence 

Sredentan ee 2.9 30 29 0.1 1.3 —1.7 0.3 2.2 
Denmarke.....-......... 2.3 (on 41 4) 18 1.6 0.3 13 e ae 
Norwagice oun deme id Lie) Sel aeaks 0.9 moh 4 = i j 3. “ag 
Ti arpa) cea Ohara 09 ed oa a 8 13 0.4 04 09 —65 
incon ee ee 0.3 ot 0 0.1 iis eat an ; 
Germany (Federal Republic) 0.1 Ot 9 0:7 => at —0.9 O04 1s ae 
Belatum® oid ccc .5 Olea 0: wim enue ae Of = = eet et 
UnnediStales- 0. =O OS =e. 8 @tng 0.3 0:8 0.1 bs “jd ae 
Wew Zealand). usc... 202 =O; 20a@e. ans 0.4 ~0.2 0.3 Oi “tas Sige 
ear Ee eg ate Seen oe =0.7 O04 06 “=10 06 -12 04 05 13 =08 
Etiand Oeeeer ste te ~0.7 Oh Si, GEG ce aes 1.2 if... 
United Kingdom......... —0.9 ila 0.1 —1:2 alte —0.5 1.0 eae a =i 
Australia err a =i) oeeco or 0.1 1.2 —~0.6 03) 08M ice ete 
Japan... see secre 2.0 <—Ll =12 0.1 0.3 -10 -02 -09 -04 -05 

etherlands..........._. —33 06 14 =08 25% =15 0.4 US o LL ue 


Source: See table 1-1. 
- Including depreciation where data are available. 
Changes in net transfers are shown with a reversal of sign 


as a deduction from government income, so that a minus sign 
indicates an increase in net transfers, and conversely. 


* Change from 1950-1954 to 1955-1958. 
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een provided. The declines in revenue from corporate 
-xes as compared to total output have been especially 
arked in countries with relatively high levels of rev- 
aue from corporate taxes, such as Canada, the United 
ingdom and the United States. 


Because of the differing trends in revenue from house- 
ld and corporate taxes, it is not surprising that clear 
sends in total direct tax revenue have been lacking. 
n the whole, changes in revenue from household taxes 
ave been dominant. This is especially evident in the 
istances where total revenue from direct taxes has risen. 
1 some instances where total direct tax revenue has 
seclined, changes in revenue from corporate taxes have 
iso been important. 


It is noteworthy that most industrial countries have 


xperienced increases during the period in revenue from 
ndirect taxes relative to output. This has been partly 
ue to the fact that, from time to time in recent years, 
lany governments have attempted to employ higher 
adirect taxes to restrain excess domestic demand. In 
ome cases, the shifts in the pattern of consumption 
ywards durables and Tuxury items which are more 
eavily taxed have also been a contributing factor. The 


fetherlands is the only major exception to this general 
rend; there, the Government, as part of its general 
economic policy, has reduced indirect taxes and raised 
ubsidies in an effort to curb wage demands. 


As to the trends in government consumption, defence 
xpenditure as a proportion of gross product has gener- 
lly declined from the very high levels reached during 

the Korean boom. Such declines have been particularly 
.oticeable in the Federal Republic of Germany and the 
Tnited Kingdom; in the former case, the decline has 
-eflected a reduction in the share of occupation costs 
»orne by the Federal Republic. However, the relative 
-ontraction in defence expenditure has generally been 
ensuflicient to offset the rising trend in government civil 
‘xpenditure, and total consumption Té Fed- 
-ral Republic of Germany, Japan and the United King- 
flom, however, have been major exceptions. The higher 
evels of civil expenditure, as indicated earlier, have 
een partly the outcome of increased social welfare 
venefits. 


It is clear from the preceding discussion that no single 
‘actor has dominated the saving experience of govern- 
nents in individual countries. While in the more im- 
ortant instances of a decline in the level of government 
saving, as in Australia, Canada, Japan and the Nether- 
lands, a reduction in disposable income has been the 
Jominant factor, experience with regard to increases in 
the level has been more varied. In Denmark and Sweden 
the rise in disposable income has been more than enough 
-o offset the upward trend in government consumption, 
but in the Federal Republic of Germany, in spite of a 
stable income in relation to gross product, the Govern- 
ment has been able to achieve the largest increase in 


saving because of a relative decline in total consumption 
expenditure. 


No less than government saving, changes in the level 
of enterprise saving have shown little or no systematic 
relationship with trends in total domestic saving. Among 
the countries which have experienced increases in do- 
mestic saving, the contribution of enterprise saving has 
been of crucial importance only in Japan.?° But among 
countries where total domestic saving as a percentage 
of gross domestic product has declined or remained 
roughly the same, enterprise saving has generally in- 
creased, thus offsetting in part the unfavourable trend 
in saving of other domestic sectors. 


Changes in the level of enterprise saving have, in the 
main, reflected changes in saving of corporations. This 
correspondence between movements in enterprise and 
corporate saving is quite evident for the few countries 
for which data are available (see table 1-20). The in- 
creases in corporate gross saving in many countries have 
been accompanied by an upward trend in depreciation 
charges, as depreciation allowances for tax purposes 
have been made progressively more liberal in recent 
years. Increases in corporate depreciation charges have 
been particularly marked in Australia, Canada, Japan, 
the United Kingdom and the United States and have 
thus played a dominant role in the trends of their 
corporate gross saving. 


Table 1-20. Changes in Levels of Enterprise and 
Corporate Saving, 1950-1954 to 1955-1959 


(Percentage of gross domestic product) 


Enterprise Corporate Corporate 


Country gross gross net 
Saving saving saving 
PARAI son casnhetys achinn Seay 3.8 2.84 Os 
ATIStraliduery mutual 3.0 a 0.8 
Canada penne ne ceva ee er lle 2 —0.1 
WnitediSiatesm- ee ae. 0.8 0.7> —0.5 
United Kinedom ie. .....oee 2 0.5 12 0.2 
INeweealancd anc meicictnorene Outi —1.0 
DIOEWSY cre oe caer ee —0.3 —1.6 
Germany (Federal Republic) . . —0.7 or O:2 
Eran cess torneo er —1.0 —0.7 —0.1 


EEE EEE UEEEE EEE 


Source: See table 1-1. ; 

@ Change from 1951-1954 to 1955-1959; including deprecia- 
tion of government enterprises. 

» Not including depreciation of public corporations. 


In most countries, the level of corporate net saving 
has remained practically unchanged in relation to gross 
product. However, as shown in table 1-21, trends in 
corporate net saving in relation to corporate income 
before taxes have differed widely among countries. The 
combined effect of changes in corporate direct taxes 


25 Apart from other factors influencing the changes in enter- 
prise saving in individual countries, the exceptional experience 
of Japan in this respect has been partly due to its much larger 
unincorporated enterprise sector, whose depreciation charges by 
statistical convention are included here. 
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and dividend payments on trends in corporate net saving 
is evident. Corporate direct taxes have been reduced in 


relation to corporate income in almost all the countries, 
Boia! ere tes ot ieee Tae duction of excess 
profits taxes imposed during the Korean boom. France 
has been the major exception where corporate taxes 
have risen substantially from a relatively low initial 
level. In contrast to the trend in taxes, there has been a 
marked upward trend in divi ora- 
tions, except in France. This factor has accounted for 
the decline in corporate saving in relation to corporate 
income in Japan, New Zealand, Norway and the United 
States ; in countries such as Canada, the Federal Republic 
of Germany, Finland and the United Kingdom, however, 
large reductions in taxes have enabled corporations to 
increase net saving as well as dividend payments. 


It is clear from the foregoing that neither enterprise 
. . aa ae 
saving nor government saving has generally been ly 
as important as household saving in accounting for 
changes in the level of domestic saving. And since, as 
noted earlier, it has been the changes in domestic sav- 


ing which have dominated the trends in the total supply 
of saving absorbed in domestic investment, the changes 
in the saving behaviour of households have clearly been 
of considerable importance. 


In some countries, however, where there has been an 
upward trend in saving levels, not all of the increase in 
domestic saving has been absorbed in domestic invest- 
ment. Some part has reflected an improvement in the 
external balance. And in other countries, the total sup- 
ply of saving for domestic investment has been aug- 
mented by drawing on foreign saving. As noted earlier, 
while the inter-country differences in the level of total 
saving have been little influenced by differences in the 
level of foreign saving, changes in foreign saving have 
been much more significant in relation to the changes 
in total saving. 


Table 1-21. 


The changes in foreign saving which countries have 
experienced are the counterpart of the trends in their 
balances of payments on current account. For a number 
of industrial countries, substantial increases in exports 
of goods and services, together with more favourable 
terms of trade, resulted in improvements in the external 
balance during the nineteen fifties (see table 1-22). 
Outstanding examples are Austria and the Federal Re- 
public of Germany. Improvements in external balances, 
it will be noted, have occurred no less in some coun- 
tries which have drawn on foreign saving during the 
nineteen fifties as a whole than in other countries which 
have been suppliers of foreign saving. 


By contrast, in some of the primary exporting coun- 
tries, notably Canada and New Zealand, the increased 
dependence upon foreign saving has been influenced by 
the decline in exports from the peak levels achieved 
during the Korean boom. In Australia, although the de- 
cline in exports has been striking, it has been more than 
offset by an even sharper decline in imports. 


The changes in foreign saving have necessarily been 
matched by identical changes in foreign exchange re- 
serves, short-term assets and long-term capital flows, 
when taken together. It will be recalled that in the early 
nineteen fifties, most industrial countries of western 
Europe were net recipients of official capital, largely in 
the form of grants. But this flow has been almost com- 
pletely reversed in recent years. As may be seen from 
table 1-22, only a few countries, such as Finland and 
the United States, have experienced a decline in the out- 
flow of official capital as a percentage of gross domestic 
product. In Finland, this decline has denoted the end 
of reparation payments, while in the United States it 
has been indicative of the stabilization of foreign aid 
at a somewhat lower rate in relation to output than that 
in the early nineteen fifties. In a number of countries, 
such as Australia, Austria, Denmark, Italy and Norway, 


Changes in Levels of Corporate Income, and its Uses," 


1950-1954 to 1955-1959 


_—__nmn —_ =~— OO O— 


Corporate income Direct Net 
before taxes taxes Dividends» saving 
Country (percentage of gross (percentage of corporate income 7 
domestic product) fore taxes) 
LE) CS eae eee are SO A OE AL 0.9 —2.4 2.9 —0.5 
Germany (Federal Republic)........... 0.9 —57 5.2 3.9 
ue tralane en Coc tk Meee 0.7 iY 1.3 0.4 
France oR Ota IS ens ERS ORG cs Oe RT ee 0.1 5.6 —3.9 —1.7 
Mita Cineeer ae mete eea coe aentateee oo men —0.6 —7.9 3.9 3.9 
New Zealandin pesccer. pols eee ~0.9 Ll 4.2 —5.4 
CaTAGAD its weasel iret bebe va =o —5.4 Ll 4.3 
United). Ramadoray : Aitaqscarwosen cote = = rae LS 4.7 
[DER COU CEE CEN CO nm naan SIS —1.3 —2.6 4.8 ~9'9 
INGEWS Verein nucet ohana oes accom ee —3.0 kali bell 2.0 
Ee 


Source: See table 1-1. 
noe The corporate sector includes private and pub- 
lic corporations, except for Australia, Japan and 
the United States, where it includes private cor- 
porations only, owing to lack of comprehensive 


data on public corporations. Corporate income is 
after inventory valuation adjustment wherever 
data are available. 


» Including corporate transfer payments. 
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e 1-22. Changes in Levels of Foreign Saving, Long-term Capital and Grants, 
1950-1954 to 1955-1959 


) v4 P > 4% rey] i 
(Percentage of gross domestic product) 


— eee 
is EERSEEOUESROEESERNEEEEREORSERniien 


Exports Imports 
Group and country* Wf goods LD rad sceen Long-term capital and grants 
services services Tolal Private Official 
Suppliers of foreign saving 
Germany (Federal Republic) . . 6.8 5.0 =1,8 —1.8 —().2 —1,6 
DD hie: capa ee. —0.3 1.0 1.3 9 =O =06 
fo 56 ee es a 0.3 1.0 1.3 1.3 
Netherlands, 6... 4. .40i ssa L.5 : —().4 —2.] —(.3 _ 19 
Re 5 =O.9 0.9 1.2 0.2 : 0.2 
Wimted States. oc. i can ances 0.3 0.3 (0.2 —(),] 03 
United Kingdom. ........... 0.1 —(.1 —0,7 ~0.8 
Bett ia cence cass 4.5 2.3 =) =0,6  =—0,6 s 
PAM CGNN Are rie oe? tak weg —l.1 —0.8 0.3 
Users of foreign saving 
9) re 1.6 0.4 —I2 —(0,3 1.8 —2,9 
TERIA RRR Ui eee ye yack. 5 re” 4.8 —2.4 —3.0 0.6 —3.7 
PTET ERG See een Mis cedar —4.9 —5.1 —(),2 —(),] 0.2 —().3 
Italy SORT reR DirncrantOy ere aw RTUTAl’s 0.8 —1.8 —(0.3 (OH —1.0 
CECA: (So ctl a ana _ —(0.2 2.1 ().4, 0.6 —(.2 
Benirark? Woes Sse. so xs 3.0 0.8 —2.2 —0.9 (0.2 —l.1 
New Zealand............... —4 —3.3 1.6 0.4 - 0.4 


Source: See table 1-14. 

Note: For a definition of foreign saving, see table 
1-2 and page 20. A positive change in foreign saving 
denotes a greater increase in imports of goods and 
services than in exports, or a smaller decline in 
imports than in exports. Similarly, a positive 
change in long-term capital and donations denotes 
an increase in the inflow, or a decrease in the out- 
flow. Data do not necessarily add to totals because 


1e decline in the inflow of official capital has been 
artly offset by an increased inflow of private long-term 
apital. ay 


FLUCTUATIONS IN SAVING 


Since high levels of economic activity have generally 
een sustained during the post-war years, the prevail- 
ig problem in most industrial countries has been how 


vel of investment. In som tes—this problem has 
een complicated by recurrent balance of payments 
ificulties reflecting excessive reliance on foreign sav- 
ig. Recessionary lapses in the upward trend of eco- 
omic activity have, however, by no means been absent. 
nd in a recessionary situation, the problem has ceased 
» be one of releasing sufficient resources from con- 
imption to meet investment requirement, and has be- 
ome one of raising the general level of effective 
emand. If, however, the saving behaviour of the com- 
‘unity is not adapted to the changed economic situa- 
on, a pattern of behaviour that makes possible the 
salization of a high level of investment when economic 
onditions are buoyant may tend to aggravate a reces- 
onary situation. In fact, of course, saving behaviour 
1 the private sectors of industrial countries does change 
1 response to variations in general economic activity, 
ough, as seen below, it has not always been adjusted 


of rounding. 

“Countries in each group are arranged in 
descending order of the absolute magnitude of 
foreign saving as a percentage of gross domestic 
product in 1950-1954, except for France and New 
Zealand where foreign saving in 1950-1954 was, 
respectively, 0.1 and —0O.1 per cent of gross 
domestic product. 

» Change from 1950-1954 to 1955-1958. 


in a direction that would exert a contra-cyclical influ- 
ence on activity. More important, the saving behaviour 
of government has usually served, within the context of 
general economic policy, as a counter-cyclical instru- 
ment. 

It is true that post-war cyclical fluctuations in the 
industrial countries have been relatively mild and re- 
cessions have, on the whole, been minor and short-lived. 
Yet hardly a single country in the group has escaped 
recessionary tendencies at one time or another. In the 
western European countries and Oceania, the recession 
in 1952 was largely an inventory readjustment follow- 
ing the collapse of the Korean boom, In North America, 
where curtailment of defence expenditure occurred at 
a much later date, the recession did not occur until 
1953/54. Following a period of continued expansion in 
the mid-nineteen fifties, many western European coun- 
tries again experienced a set-back in growth around 
1958. In the case of the United Kingdom, however, the 
slackening in economic activity began as far back as 
1955 and lasted for almost three full years. In Canada 
and the United States, the recession of 1957/58 was 
more prolonged than in most other countries of the 
group; in these countries full recovery had not yet been 
achieved when another recession set in. 

The behaviour of the three broad components of 
domestic saving and of foreign saving has exhibited 
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Chart 1-10. Annual Fluctuations in Total Saving and Certain Components, 1950-1959 
(Percentage of gross domestic product) 
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(Chart continued on following page) 
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Chart 1-10 (continued) 
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Chart 1-10 (continued ) 
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Source: See table 1-1. ms 
Note: Countries are arranged in descending order of total gross saving as a percentage of gross domestic product, 1950-1959. 


marked fluctuations over the course of the cycle in all eral governments experienced a reduction in tax revenue 
countries, and divergent patterns of experience have and an increase in transfer payments; and the conse- 
often emerged among countries (see chart 1-10). Of quent declines in government saving exerted a stabiliz- 
particular interest, however, is the behaviour of gov- ing effect upon the domestic economies. Such an effect 
ernment saving, since it is the source of saving which was especially noticeable in Belgium, Canada and the 
is most immediately related to anti-cyclical policy. United States, where the recession was relatively more 
severe. In the United States, furthermore, changes in 

In most countries, fluctuations in government saving government tax revenue have been particularly sensi- 
have exhibited a contra-cyclical pattern, tending to rise tive to those in economic conditions, although the gov- 
and fall in consonance with the oscillations in general ernment sector itself may not be as large as in some 
economic activity. This has mainly arisen from the fact western European countries. This is partly attributable 
that, under the present fiscal systems in industrial coun- to the higher share of corporate taxes in government 
tries, tax revenue and net transfer payments to the income in the United States, since such taxes have been 
private sector tend to vary automatically in response especially sensitive to cyclical fluctuations. In addition. 
to changes in domestic economic activity (see chart the practice of the quarterly assessment of corporate 


1-11). For example, during the recession in 1952, sev- taxes has eliminated much of the lag between changes 
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Chart 1-11. Annual Fluctuations in Disposable Income and Con 


sumption 
of General Government, 1950-1959 
(Percentage of gross domestic product) 
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Chart 1-11 (continued ) 
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Chart 1-11 (continued ) 
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Source: See table 1-1. 
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I Note: Countries are arranged in descending order of general government saving as a percentage of gross domestic product, 1950- 


B39, 


income and changes in tax payments. By contrast, 

many western European countries, this lag has 
mounted to as much as one or two years, although 
scent tax reforms in a number of countries, in adopt- 
.& a pay-as-you-go basis for tax payments, have gen- 
ally tended to reduce the lapse of time. 


In addition to automatic changes in tax revenue over 
e cycle, changes in transfer payments have also played 
i important role in the cyclical behaviour of govern- 
ent saving. This has been especially true where changes 
_the level of unemployment have been significant, as 
. the United States, since unemployment compensa- 
on is the most variable component of transfer pay- 
ents. In most western European Countries, however, a 


uclf | rger proportion of government transfers, as 
ympared with the United States, i orm 
~ family allowances and pensions; and any changes 


their levels have not been related to variations in 
irrent economic conditions. 


In actual experience, however, the effect of automatic 
anges in income on government saving during a re- 
ssion has often been strengthened or offset by other 
fluences. During the recession of 1952, most western 


European countries experienced declines in the level of 
government saving; the declines, however, were sig- 
nificantly magnified by increased levels of defence 
expenditure, which were not an outcome of deliberate 
contra-cyclical policy. In a number of countries the 
falling trends in government income were even arrested 
by increases in taxes which had been imposed during 
the height of the Korean boom. The behaviour of gov- 
ernment saving in the United States during 1953/54 
was also affected by special influences. In spite of the 
automatic decline of government disposable income in 
the recession, government activity exerted, on balance, 
a contractionary influence on the economy because of 
an even sharper reduction in defence expenditure. 


In recent years, however, governments, instead of 
relying exclusively upon the operation of the automatic 
stabilizers, have increasingly made use of additional 
measures to hasten the desired changes in government 
saving. Thus, although the recession in 1958 was more 
moderate than the previous recession, government 
contra-cyclical policies generally were more vigorous 
and comprehensive. Measures to reduce taxes, for ex- 
ample were used in such countries as Australia, Austria, 
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Norway and Sweden. While in some instances the re- 
duction was designed to lower total tax revenue, the 
choice of the kind of taxes generally had the effect of 
stimulating the economy at selected points. In some 
cases, as in Denmark, where recessionary tendencies 
occurred in 1957, tax relief to stimulate investment was 
accompanied by increases in indirect taxes to restrain 
consumption. 


Deliberate tax_relief to counteract recessionary ten- 


Va ee inane ‘ ve : ¥ 
dencies has, however, important limitations. Many gov- 


ernments have been rather reluctant to reduce taxes for 
fee raithe ecceany upward veal meinen aun 
the subsequent recovery would prove too diffcutt.At- 
tempts to increase government consumption during re- 


cessions have also faced limitations. Once an increase 
has been effected, subsequent reductions may prove to 
be difficult. Furthermore, the impact of many of the 
measures designed to vary government saving has 
necessarily been somewhat delayed, partly because of 
the administrative complexities involved in their im- 
plementation; and sometimes, economic conditions have 
changed more rapidly than could be foreseen when pol- 
icy was formulated. For instance, even in the Nether- 


lands, where anti-cyclical policy has been vigorously 
pursued, the acceleration : ion, introduced 
in 1951, had a major impact _on government saving in 


the following year when there was a recession, and most 


other expansionary meausures-introduced to combat the 
recession did not take effect until 1953. Again, in 


France, the sharp rise In government saving in 1958 
was the result of longer-term fiscal reforms.*° 


While changes in the level of government saving are, 
in some degree, a matter of deliberate decision, the short- 
term variations in corporate saving are much more the 
economic consequence of the oscillations in the general 
level of activity. It is not surprising, therefore, that the 

behaviour of corporate saving is more closely correlated 
with fluctuations in activity than is that of government 
saving. But this is not only because corporate income 


hasbeen particularly sensitive to variations in the gen- 
eral level of economic activity; there has also been a 
strong tendency for corporations to maintain dividends 
in times of temporary declines in income (see chart 
]-12). The fact that dividend disbursements have gen- 


°6 The present discussion centres on the role of saving as a 
stabilizer. In a comprehensive analysis of the stabilizing opera- 
tions of the government, government investment programmes 
and monetary policies should also be considered. Although major 
expenditures usually require legislative approval, governments 
have often been able to vary the rate of expenditure or commit- 
ment of money already appropriated. In some countries, such as 
Austria, Norway and Sweden, explicit provision has been made 
for the Government to increase investment expenditure during 
a recession. In the United Kingdom, in order to strengthen its 
anti-cyclical policy, the Government has recently sought power 
to vary certain taxes within specified ranges by administrative 
order. For fuller discussion of fiscal and monetary policies, see 
United Nations, Economic Survey of Europe in 1959 (Sales No.: 
60.11.E.1), chapter VI; United Nations, World Economic Survey, 
1957 (Sales No.: 58.11.C.1), chapter 1; Organisation for Euro- 
pean Economic Co-operation, Europe and the World Economy 


(Paris, 1960). 


erally constituted a relatively small percentage of cor- 
porate income has partly made this possible; but also, 
corporate liquidity in many countries, despite a down- 
ward trend in the post-war years, has generally been 
high in times of recession. The operation of these factors 
has been clearly observable, for example, in the recent 
experience of the United States, where sharp dips in 
corporate saving have periodically occurred; thus, be- 
tween the first quarters of 1957 and 1958, corporate net 
saving, seasonally adjusted, declined from an annual 


rate of $11.1 billion to a low level of $3.6 billion. 


Unlike both government and corporate saving, the 
behaviour of household saving during post-war reces- 
sions appears to have been highly uncertain. In the 
United States, household saving as a percentage of gross 
domestic product has been remarkably stable during 
most of the period under review. In so far as fluctuations 
have tended to be much smaller in household disposable 
income than in total output, the stability in this per- 
centage during recessions has been indicative of a decline 
in the share of household saving in household disposable 
income. However, it appears that during the 1960 
recession, the share of household saving in disposable 
income tended to rise; this probably reflected uncer- 
tainty about the outlook for an improvement in employ- 
ment opportunities. 


In contrast to the experience of the United States, 
there has been no tendency for household saving in 
relation to gross domestic product to remain stable over 
time in most other industrial countries. Nor has there 
been a consistent pattern of behaviour during the course 
of the cycle.** Thus, during the 1952 recession, house- 
hold saving as a percentage of gross domestic product 
did not decline in all countries. To some extent the lack 
of uniform behaviour in household saving among coun- 
tries reflected different reactions to the collapse of the 
Korean boom. In some western European countries, 
the increases in the level of household saving marked the 
end of the speculative buying that occurred during the 
Korean boom. In the Netherlands and the United King- 
dom, the increases were also prompted by the abnorm- 
ally low levels of saving in the early post-war years. In 
Australia, household saving rose partly as a result of 
the restrictions on imports of consumer goods imposed 
prior to the recession. The absence of any uniform be- 
haviour in household saving was again noticeable dur- 


CoQ 


ing the recession in 1958, although the general economic 


a Situation was far more normal than in 1952. 


The differences among countries in the behaviour of 
household saving have also been influenced by the 
differing timing of purchases of consumer durables. 
Changes in these purchases have been highly volatile 


*“" There is some evidence that saving of unincorporated enter- 
prise, which is included in household saving, has behaved in a 
similar way to corporate saving. The cyclical pattern of saving 
of farmers has, however, been complicated by the lack of corre- 


spondence between variations in agricultural and general eco- 
nomic activity. 
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Chart 1-12. Annual Fluctuations in Uses of Corporate Income, 1950-1959 
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Chart 1-12 (continued ) 
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and a reduction in the purchase of durables in periods 
of recession has often been sufficient to increase house- 
hold saving. Furthermore, in countries where _hire- 
purchase credit has financed a significant portion of 
these purchases, contractual repayments have tended to 
raise the level of household saving during a recession. 


In comparison to the other components of saving, 
foreign saving or, in other words, the balance of pay- 
ments on current account has usually shown particularly 
violent fluctuations. This reflects the high degree of sensi- 
tivity of the foreign balance to changes in domestic de- 
mand. During the 1952 recession, the common experi- 
ence was an improvement in the balance. While exports 
tended to rise, imports tended to fall as a result of the 
slackening domestic demand. The change from an im- 
port surplus to an export surplus, which was particularly 
noticeable in Australia, Belgium, Denmark, the Nether- 
lands and the United Kingdom during this period, had a 


stimulating effect on domestic demand and counteracted 
recessionary tendencies in the domestic economy. A simi- 
lar improvement in the foreign balance was again experi- 
enced by most countries during the 1958 recession. The 
United States was perhaps the one major exception to 
this experience since foreign trade is not only less im- 
portant in its economy but has often been subjected to 
the influence of special factors, such as the Suez crisis. 
Moreover, its foreign balance has been considerably 
affected by autonomous movements in government 
grants and private investment abroad.?* 


lor some countries, however, the role of foreign 
saving has been even more important in expansionary, 


“S It may be noted that because the timing of the post-war 
business cycles in various industrial countries has not exactly 
coincided and because special circumstances have sometimes 
dominated the movement of foreign balance, the cyclical impact 
of the industrial countries on the payments position of the rest 


of the world has not been as severe as otherwise might have 
been the case. 
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an in recessionary, phases of activity. To a considera- 
2 extent it has acted as a temporary safety-valve for 
mestic imbalance. When domestic demand for saving 
‘s risen relatively to domestic supply of saving, for- 
sn saving has been drawn upon. Such saving, however, 
nnot be increasingly drawn upon for any extended 
sriod of time, since this entails the reduction of foreign 
change reserves or increasing foreign indebtedness. 
»reign saving may thus prove to be a factor limiting 
vestment and growth, as it has in certain countries, 
ch as the United Kingdom, during recent years. To 
me extent, the tendency to draw excessively on foreign 
ving may have reflected inadequate saving from do- 
estic sources. But even where the supply of saving from 
ymestic sources has been adequate, market trends in 
jports and imports, together with autonomous capital 
ovements, have sometimes been such as to place a 
rious strain on the external balance during expan- 
onary periods, 


Undoubtedly, with the gradual liberalization of trade 
and currency restrictions, especially among the indus- 
trial countries, the link between domestic economic 
activity and external balance has been strengthened. 
The fact that the external balance has not become a more 
serious source of limitation on the domestic expansion 
of most of the industrial countries has reflected in part 
the massive official grants from the United States to 
these countries in the early post-war years and the 
sizable outflow of gold in the latter part of the nineteen 
fifties. It is evident, however, that the United States has 
become increasingly concerned with its foreign balance, 
and further improvement in the reserves of other coun- 
tries by means of a continued redistribution of gold from 
the United States has become less likely. It is therefore 
encouraging that governments in both countries with 
large payments surpluses and other countries, have 
been giving serious consideration to ways and means 
that could increase the supply of international liquidity. 


The supply of finance 


In buoyant economic conditions when productive 
pacity is being fully utilized, the level of investment 
ich can be realized may be limited by the propor- 
on of income which the community is willing to save 
the prevailing level of prices. Identification of the 
‘incipal factors moulding saving behaviour in dif- 
rent countries has formed the main content of this 
aapter. It is always possible, however, that the level 
‘investment may also be limited, not by the unwilling- 
ess of the community to refrain from consuming a 
-oportion of output at prevailing prices, but by the 
ability of those enterprises or institutions which 
idertake investment activity to secure all the funds 
scessary to finance investment. An enterprise may wish 
, invest in new capital equipment, but it may be un- 
le to obtain the finance needed for purchase of the 
quipment. Conceivably, if many enterprises were so 
laced, the aggregate level of investment could be de- 
ressed and the balance between total investment and 
aving would then be struck at a lower level. Even 
ough financial markets in industrial countries are 
ighly developed, the flow of financial resources from 
ivers to investors is by no means free of impediments; 
uch financing of investment does not, in any case, 
ike place through the financial institutions that con- 
itute the market in an ordinary sense. Thus, the prob- 
»m of the financing of investment has been of some 
nportance in industrial countries because it has in- 
uenced the level of investment in particular industries 
r sectors. 


Of the two sectors in the economy where investment 
tivity is undertaken, namely, government and enter- 
rise, it can hardly be said that the financing of in- 
estment in the government sector as a whole constitutes 
problem, except in a rather special sense. While gov- 


ernment can obtain finance by taxation or borrowing, 
the supply of government saving available for the 
financing of investment in the government sector is, as 
has already been discussed, not simply related to in- 
vestment programmes but is the outcome of taxation 
and expenditure policy in general. In this sense, there- 
fore, investment may, on occasion, be frustrated by lack 
of finance. 


When a number of years are taken together, however, 
it cannot be said that lack of finance has been an im- 
pediment to investment in the government sector as a 
whole. Thus, as may be seen from table 1-23, in the 
nineteen fifties, total government saving generally 
proved more than adequate to cover government invest- 
ment. In fact, governments have generally had excess 
saving, and, as noted earlier, this has been used in a 
number of countries to finance investment in public 
enterprises or even in corporate enterprises. Nor is there 
any indication that those countries in which investment 
in the government sector has been relatively large, have 
been faced with greater financial difficulties since sig- 
nificant amounts of excess saving are also found in 
these countries. Thus, among the countries, Finland, the 
Netherlands and Norway have achieved substantial 
excess saving in government despite high investment in 
the government sector. The deficit in government saving 
in Belgium, on the other hand, has not been due to high 
government investment. 


Despite the general excess of total government saving, 
however, many technical problems have been present 
in the financing of investment within some subsectors 
of government. Much government investment, for ex- 
ample, is undertaken by state or local authorities, and 
restrictions on the fiscal power of these authorities have 
often limited their investment. Thus, in most industrial 
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Table 1-23. Level of Investment and Excess of 
Saving over Investment of General Government, 
1950-1959 

(Percentage of gross domestic product) 
ee ee ee 


Invest- Excess 

Country* Saving ment» saving 

Nepal ouy tere tes aes erwo Sgr teases 53.4 Did 0.2 
INGUIN, . au ncaoueneemosoe OUD 4.6 0.9 
| spall eehave beep ath ae Pea eee Recaro 12540) 4.5 8.5 
INe@tnenlamcls,. oaaccncaonvacs 6.9 4.1 2.8 
INGTWayidttenat ec ruecreantsr ttre. 7.4 all oll 
Ganadaee eee han eer 2.9 SB) —0.6 
SMCs goo bccn saoeenoatour 4.9 Bo Mi 
Ttall yok Meets cetiav tur wand cena Dee) 2.6 —(0.4 
Germany (Federal Republic). . 7.7 Pie: oe 
WnitediStatesmmcasn mee iene D355 De3 0.2 
D enna cae 4.1 2.0 Bh Al 
rain emer rene aoe: 3.9 2.0 1.9 
Belevamenng nent sets a Od eal ap 
United Mimsdem\ a... aa 0. 2.2 15 0.8 


Source: See table 1-1. 

® Countries are arranged in descending order of level of 
government investment as a percentage of gross domestic 

roduct. 

> These data on investment by general government are not 
exactly comparable among countries. Information on the dis- 
tribution of inventories by type of purchaser is not available 
for most countries. Thus, it was necessary to make rough esti- 
mates of the inventories of general government in these coun- 
tries. This was done by arbitrarily assuming that the share of 
government in total inventories was proportional to its share in 
total fixed investment. The error involved here is not large since 
inventory investment over the years is a relatively small portion 
of total investment. 

© 1955-1959, annual average. 

41950-1958, annual average. 


countries, with the notable exception of the Scan- 
dinavian countries, the structure of taxes of local or 
state governments differs significantly from that of the 
central government. The heavy dependence on property 
taxes or local rates in a number of countries, for ex- 
ample, often does not permit automatic adjustment of 
revenues with rising incomes, and revisions of basic 
rates or reassessment of property values are usually 
dificult to make. Moreover, the authority to borrow 
money is usually severely limited, sometimes by con- 
stitutional provisions. These considerations have been 
particularly important in areas such as school construc- 
tion which often is traditionally a local or state function. 


It is, however, largely in the enterprise sector that 
the problem of financing assumes importance, since it 
is this sector which depends heavily upon financial 
markets to secure the funds for investment. Although 
the data on investment and saving for this sector are 
not exactly comparable, owing mainly to reasons of a 
statistical nature, it is clear that the enterprise sector is 
usually the largest net borrower from other sectors. 
The rough orders of magnitude may be seen from table 
1-24. Further, there is some evidence that the degree of 
dependence on external finance has varied with the 
level of investment. In those countries where enterprise 
investment has been especially high its deficit in saving 


has also been relatively high; this has been true, for 
example, of Australia, the Federal Republic of Ger- 
many, Japan and Norway. And, where investment has 
been low, the deficit has tended to be low, as, for 
example, in Belgium, the United Kingdom and the 


United States. 


Table 1-24. Level of Investment and Excess of 
Saving over Investment of Enterprises, 1950-1959 


(Percentage of gross domestic product) 


Country* Saving Investment» Excess saving 
NOrWay vs mse pee see 1305 26.1 — 12.6 
Japanese esse ee ee hee 14.5 25.1 — 10.6 
Anstraliay Ae eee 10.6 23.9 — 13.3 
Germany (Federal Republic) 10.5 PM! —10.9 
Canada ee eee 14.6 PALO —6.4 
INethenlantcsiscca eee 14.6 20.2 —5.6 
Swedeul ecco aerate ee 122. 1g AS —5.7 
Werimiankcns teeta eran: 7.4 16.7 —9.3 
Pirate @uaices a are owtty ees eee 1s 16.6 —5.6 
United States... 255 ss ee 10.8 LS —4.9 
Beleruns, weenae eter eee kU) 14.5 —4.4 
United Kingdom.......... 11.4 14.1 —2.7 


Source: See table 1-1. 

* Countries are arranged in descending order of level of enter- 
prise investment as a percentage of gross domestic product. 

> Investment by public and private enterprises, including tha 
by unincorporated enterprises and investment in private housing. 

© 1950-1958, annual average. 

41955-1959, annual average. 


A similar conclusion appears to emerge from data, 
shown in table 1-25, for a number of countries on the 
amount of external finance obtained by corporations in 
relation to their investment. External finance. however, 
may not be used solely to meet investment needs, but 
may also be used for other purposes including the main- 
tenance of liquidity or such purely financial trans- 
actions as the acquisition of financial assets. The share 
of external finance in investment does not, therefore, 


Table 1-25. External Finance as Share of 
Corporate Investment and Total Finance" 


(Percentage) 


Share of external Share of erternal 

Country Jinance in gross finance in total 
investment Sinance 
apen ss 2 ct ek O12 60.5 
Camada te sie sraeete eee 66.0 oillea 
Australians waet bees ee 62.5 Sow 
FSSTLGE Gacy cetera Re cae ne 60.0 38.5 
Germany (Federal Republic)... 59.1 48.4. 
United States. ....7..:12..0 Sie Sie 
United Kingdom............. 49.1 atoll 


ee ee 

Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on national sources. 

* Total finance denotes external and internal finance. Data for 
the Federal Republic of Germany and the United States refer to 
the average of 1950-1959; for Australia, 1952-1958; Canada 
1950-1954; France, 1950-1955; Japan, 1951-1959, and the United 
Kingdom, 1950-1958. 
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cessarily reveal the relative importance of external 
id internal sources in financing investment. This is 
ain shown in table 1-25 where the supply of external 
‘ance is also expressed as a percentage of total finance. 
ad, on the whole, as may be seen, the ranking of 
untries by this measure corresponds to that obtained 
om the comparison of the supply of external finance 
th investment. 


‘No doubt, the relative dependence on external finance, 
‘wever, must have been affected not only by the level 
‘investment but also by such other factors as govern- 
ental fiscal policy with regard to corporate direct taxes 
cd depreciation allowances, the growth of corporate 
some, corporate dividend distribution policy and the 
ruidity position of corporations during the period. 
»e decline in corporate liquidity during the nineteen 
ties, for instance, appears to have been especially 
irked in Canada, the United Kingdom and the United 
ates. Liquid assets in these countries from the early 
neteen fifties to the late nineteen fifties fell by 10 per 
at or more in terms of current liabilities. 


iit appears to be fairly clear, nevertheless, that, in 
ntries with higher levels of investment in the cor- 
erate or enterprise sectors, the dependence on external 
sarces of finance has generally been relatively greater. 
such countries, the flexibility of financial markets 
meeting the financial requirements of varied indus- 
ses and firms has no doubt been put more severely to 
= test than in countries where the corporate sector 
*s been able to rely more heavily on internal sources. 
may be noted, however, that reliance on internal 
urces in the corporate sector as a whole does not 
scessarily imply that the problem of finance is any 
‘ss acute for individual concerns. For, though nu- 
-rous industries or enterprises may have large internal 
ancial resources, these resources may not be made 
sailable to other industries or enterprises. 


Among industries, although comparison is rendered 
Tieult by the effect of their particular operations on 
2ir patterns of finance, there is some indication that 
2 more rapidly expanding industries generally have 
rived a relatively high share of finance from external 
urces. This appears to have been the case in Canada, 
e Federal Republic of Germany and France. In Japan, 
wever, some of the higher growth industries appear 
have been favoured by liberal depreciation allow- 
ces so that their dependence on external funds has 
t been especially high. And in the United Kingdom 
id the United States no significant differences in the 
ttern of finance between the faster growing and other 
dustries has been apparent; this has been influenced 
- the fact that their rate of growth during the nineteen 
‘ties has been relatively moderate. 


While it is possible for the faster growing industry to 
strain dividend disbursements in order to conserve 
nds for expansion, such disbursements have some- 
nes been considered necessary for the purpose of 


attracting investors in new financing. In Australia, for 
example, these industries have actually pursued a more 
liberal policy of dividend disbursements than the aver- 
age. In the United Kingdom, although the faster erowing 
industries have on the average been more restrained in 
dividend disbursements, the most rapidly expanding 
industries have generally pursued a liberal distribution 
policy. 


If special problems may have been associated with 
the financing of the more dynamic industries, the same 
can be said of the financing of small firms. The finance 
of investment in small firms has been a problem com- 
mon to most countries. It is well known that the lending 
rates applicable to small borrowers have usually been 
significantly higher than those to large borrowers. The 
reported rates, moreover, have usually understated the 
differential between those charged to large and to small 
firms since much of the differential has been hidden 
in such expenses as service charges and minimum de- 
posit requirements. Moreover, as lending institutions 
usually perform some function of credit rationing, espe- 
cially during periods of tight money, the small clients 
have generally experienced a higher rejection rate.?° 
When the small borrowers have been forced to seek 
funds from sources other than the regular financial 
institutions the cost has even been higher. It is for such 
reasons that a number of governments have paid par- 
ticular attention to the problem of the finance of small 
industries. In the United Kingdom, for example, the 
Industrial and Commercial Finance Corporation has 
specialized in loan and equity financing of small busi- 
ness; and in the United States, similar facilities have 
been provided by the Small Business Administration. 
The influence of these special institutions has, however, 
necessarily been limited since their resources have- as 
yet been small in comparison with the total require- 
ments. This is especially the case with equity finance 
which small business has found most difficult to secure.°° 


Several changes in post-war years have undoubtedly 
contributed towards rendering financial markets more 
flexible. For one thing, financial institutions themselves 
have been adapting to changing conditions. Thus, in 
situations where the commercial banks may have been 
reluctant to extend credit, other financial institutions, 
such as life insurance companies, have often emerged 
as alternative sources of supply. This has in turn brought 
pressure on banking institutions to be more flexible in 
their lending policies. A related trend has been the 
development of trade credit by non-financial corpora- 
tions themselves. This development has had the effect 
of utilizing more fully the available liquidity within 


29 According to a survey conducted at the end of 1959 and the 
beginning of 1960 in the United States, for example, over one- 
half of the demands of the small manufacturing corporations 
which needed long-term credit were not satisfactorily met. In 
contrast, the proportion was only about one-seventh for the large 
manufacturing corporations requiring long-term credit. Board 
of Governors of the Federal Reserve System, Federal Reserve 
Bulletin, January 1961 (Washington, D.C.). 

30 [bid, 
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the corporate sector. Moreover, it has sometimes served 
to place the superior borrowing power of the large 
corporations at the disposal of small firms. These firms 
have usually been either suppliers or customers of the 
large corporations and have, therefore, been considered 
as essential to the efficient operation of the large cor- 
porations themselves. 


Such changes have no doubt contributed towards 
increasing the flexibility in the supply of financial re- 
sources. In addition, however, governments in recent 
years have deliberately sought to influence the flow of 
finance into different industries or areas by a variety 
of measures. For example, in the Federal Republic of 
Germany, despite its emphasis on the market economy, 
the financing of investment in industries regarded as 
strategic to growth has been assisted by the allocation 
of funds for investment from special contributions as 
well as by special tax privileges. In such countries as 
i'rance, Japan and Italy, where long-term development 
programmes have been worked out by the Government, 
corresponding financial measures have also been a part 
of the programme. These measures, especially in France 
and Italy, have included direct financing by government 
agencies as well as general fiscal incentives. In the 
Scandinavian countries, taxes or rebates on investment 
expenditures have been selective so that industries con- 
sidered essential have usually been favoured. Differen- 
tial treatment of industries as regards accelerated 
depreciation allowances has been fairly general in most 
industrial countries. In the United States, for example. 
although differential treatment of various categories of 


investment has not been widely practised, differences } 
among industries in depreciation and depletion allow- f 
ances have also had indirect effects on the pattern of } 
investment; and a recent proposal by the government 
amounting to a tax privilege to those firms with a rela- § 
tively high rate of investment has reflected current con- § 
cern about the need to stimulate investment, especially 
in the growing industries. Further, in most countries, 
the housing industry has been singled out for special f 
assistance and control. In the United Kingdom, for f 
example, a major proportion of dwellings has, until 
recently, been constructed by the public sector itself. F 
In most other countries, although public construction 
has been far less important, a significant share of the } 
source of finance has been derived from the public 
sector. In addition, governments have sought to regulate 
the pace of residential construction activities by changes 
in the terms of mortgages, such as minimum dovwn- 
payments and maximum years of maturity, in addition 
to general credit availabilities. Finally, it may be noted 
that many countries have made special provision for 
financial assistance to depressed industries or areas. 
The most conspicuous case of such aid has been the 
regional programmes in the south in Italy. More modest 
forms of regional assistance can also be found in Bel- 
gium, France, the Netherlands. Norway and the United 
Kingdom. And examples of aid to depressed industries 
may be found in the comprehensive plans to re-equip 
the textile industry in the United Kingdom and the coal 
industry in Belgium, and the financial aid for invest- 
ment in railways in the United States. 


Conclusion 


Experience has demonstrated that the proportion of 
gross product devoted to investment is strategic in the 
promotion of economic growth. Were the resources of 
industrial countries not fully employed, their rates of 
growth could be improved simply by fuller utilization 
of existing capacity. But, since high levels of economic 
activity have generally been maintained, the attainment 
of high rates of growth has necessarily turned upon 
the realization of high levels of investment; this has 
been especially true of countries where labour shortages 
have tended to limit the pace of expansion. Most govern- 
ments have shown growing recognition of ‘this need 
and have in fact taken various steps to promote invest- 
ment during the nineteen fifties. 


If the level of investment is to be raised, however. 
it must be matched by a corresponding increase in 
saving. It is encouraging that, among the industrial 
countries, since they possess more or less similar eco- 
nomic systems, a number have succeeded in generating 
high levels of saving in the past decade. But this also 
raises the question of why saving in other countries has 
not been adapted to the achievement of a high rate of 
growth. 


There is no simple or clear-cut answer to this question. 
The set of forces which have determined the supply of 
saving during the past decade have not only been com- 
plex but have also differed in their relative importance 
among countries. But it is at least not difficult to dismiss 
certain possible explanations of the differing experience 
of countries. For one thing, whatever the influence of 
the level of per capita real income on saving behaviour, 
this has not been decisive in accounting for inter-country 
differences in saving; indeed, the highest level of saving 
has been generated in the poorest of the industrial coun- § 
tries. Nor have higher levels of saving been attained by 
greater reliance on the inflationary mechanism; infla- § 
tionary pressures and balance of payments difficulties } 
have certainly been no less evident in countries where 
saving has been low. In all countries, moreover, it is 
the domestic economy which has been the predominant 
source of saving, and in none has the attainment of a 
high level of saving depended significantly on recourse 
to the saving of other countries. 


lhe evidence of the nineteen fifties suggests that an 
important element in the realization of high levels of 
saving has been saving habits in the household sector. 
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ne distribution of income among high-income or low- 
come groups is undoubtedly influential in determin- 
= the proportion of income which the community is 
J 


ving habits of the community as a whole have also 
pen significantly affected by high rates of growth in 
»usehold income. Moreover, the tendency to save more 
1en income is rising rapidly has persisted even though 
e lower-income groups have shared more than pro- 
yrtionately in the expansion of total income. It is 
ortainly true that a number of other factors have also 
oulded saving habits; the age composition of the 
/pulation or the spread of home ownership are ex- 
uples. But the experience of the nineteen fifties does 
ford support for the hypothesis that high levels of 
vestment, through fostering high rates of growth in 
come, may have facilitated the realization of higher 
vels of saving in the household sector. 


The evidence concerning the contribution of the enter- 
ise sector to total saving is much less conclusive. It 
quite clear that it is generally the largest single source 
saving, though this partly reflects the statistical con- 
ntion that practically all the depreciation charges of 
e economy are included in enterprise saving. Depre- 
ition charges themselves are a major source of gross 
ving in all countries; and it must not be forgotten 
at technological advances become embodied in the 
pital stock as much through replacement of depre- 
ited assets as through the creation of new assets. While 
preciation rates are largely related to the size and 
‘ucture of accumulated physical assets and therefore 
ect past investment, rather than present saving, 
‘cisions, it is true that there is a large element of 
nyention in corporate practice as regards depreciation 
arges and that the fiscal policy of government in 
fining depreciation allowances for purposes of cor- 
‘rate taxation can therefore affect gross saving in this 
ctor. 


The role of government in affecting the saving be- 
‘viour of the community is of especial interest. In 
modern economy, government policy and market 
rees are inextricably interwoven, and policy, in some 
‘gree, affects the economic decisions of almost all in- 
viduals and economic entities in the community. 


The most immediate impact of government on the 
vel of total saving has been through its own direct 
ntribution as a saver. It is of some interest that the 
untries which have achieved high levels of total saving 
ive usually been able to generate a large amount of 
ving in the government sector as well as in the private 
stor, A high level of saving by the government has, 
preover, generally reflected a relatively high level 
tax revenue rather than a low level of consumption 
penditure. Where tax revenue has been high but 
ving has been low, it has been defence expenditure 
ther than civil expenditure that has limited saving. 
nd a relatively large volume of tax revenue has been 


ling to set aside as saving. But it is striking that the. 


indicative not so much of a greater degree of progression 
in the structure of direct taxes as of a higher effective 


rate of tax at both higher-income and lower-income 
levels. 


From the point of view of policy, however, the imme- 
diate contribution which government can make to a 
higher level of saving through modification of its own 
role as a saver is subject to practical limitations in the 
industrial countries. On the side of expenditure, a large 
proportion of the resources available to government has 
been absorbed by defence expenditure in some coun- 
tries, And, in the growing economies of today, the need 
for continuous expansion of public services renders any 
reduction in the share of total output absorbed in civil 
expenditure extremely difficult. The ability to expand 
revenue may also be limited by a lack of correspondence 
between tax rates and yields. Although government 
revenue could possibly be raised still further, there have 
been cogent arguments of a social as well as of an eco- 
nomic nature against increasing the tax burden. If the 
burden falls heavily on the lower-income groups, there 
is generally a conflict with the objective of more equal 
distribution of income; but if it falls mainly on the 
higher-income groups, incentives to work and to save 
may be adversely affected. Governments have, therefore, 
generally avoided drastic changes in the tax structure. 


Of much more general importance is the indirect in- 
fluence on the saving behaviour of the community which 
government can exert through the innumerable specific 
instruments at its disposal. In early post-war years, the 
direct controls exercised by governments over supplies 
of consumer goods, particularly those imported from 
abroad, influenced household saving by restraining 
private consumption. In more recent years, such restric- 
tions have largely been removed, though imports of 
certain consumer durables, such as motor-cars, have 
sometimes continued to be controlled. More important, 
with the rapid expansion of consumer credit, govern- 
ments have increasingly sought to influence its avail- 
ability and terms. In a few countries, notably the United 
Kingdom, consumer expenditure has also been influ- 
enced through changes in purchase taxes, although such 
changes may sometimes have impeded the orderly ex- 
pansion of some of the leading sectors of the economy. 
In some countries, additional reliance has been placed 
on changes in broader types of consumer taxes or sub- 
sidies, such as turnover or sales taxes. Efforts have also 
been made to encourage household saving by the offer 
of direct incentives to save; among these have been the 
provision of attractive tax-free interest payments on 
smal] savings, and measures to broaden participation in 
life insurance and pension plans or in the ownership 
of shares. A particularly noteworthy feature has been 
the encouragement of home ownership since home- 
owners, through repayment of mortgages, tend to save 
more. 


Liberal depreciation allowances, as noted above, have 
been an important influence in raising corporate saving. 
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Such measures have also been used to encourage the 
growth of selected industries. In some countries, cor- 
porate saving has been stimulated through lower rates 
of taxes on retained profits. The increase in corporate 
saving, however, may have been, to some extent, offset 
by lower personal saving as a result of smaller dis- 
tribution of corporate profits. Inasmuch as a significant 
portion of the distributed profits may be expected to be 
reinvested, certain governments have provided tax in- 
centives for distribution of profits in order to stimulate 
the growth of the capital market. 


The many specific measures available to government 
to encourage saving can undoubtedly have a cumulative 
effect on saving habits. In the final analysis, however, 
it must be recognized that the problem of raising the 


level of saving cannot be solved by the offer of specific 
inducements to save alone. Saving and investment are 
but two aspects of the more general problems of bal- 
anced economic growth. It has been seen that, in some 
countries, for example, the tendency for disequilibrium 
in the balance of payments to emerge when domestic 
economic activity accelerates, has reacted adversely on 
investment and growth. And this has not been solely a 
problem of balanced domestic growth, but has merged 
into the larger problem of the supply of international 
liquidity. The experience of the nineteen fifties, in fact, 
suggests that where the constraint imposed on domestic 
activity by the need to protect the external balance has 
been less severe, the constraint placed by saving on in- 
vestment has also been lessened by the realization of 
high rates of domestic economic growth. 


Chapter 2 


SAVING FOR ECONOMIC DEVELOPMENT IN THE 
UNDER-DEVELOPED COUNTRIES 


The role of saving and investment 


It is self-evident that the acute poverty of people in 
der-developed areas has its source in extremely low 
vels of productive capacity. And of the labour, natural 
sources and capital that combine to determine produc- 
e capacity, it is the stock of capital that is in greatest 
nt. While the stock of capital accumulated in indus- 
al countries over the decades is large in relation to 
» population, it is still very small in under-developed 
untries. The task of raising levels of living in these 
untries thus, in large measure, resolves itself into 
> problem of capital accumulation. 


The crucial role of investment in the economic growth 
under-developed countries was discussed at some 
agth in the World Economic Survey, 1959.1 The Sur- 
y observed that the rates of economic growth attained 

individual countries have been clearly related to 
*ir levels of investment; and this relationship is again 
astrated in table 2-1. The highest rates of growth have 
nerally occurred in countries where the proportion 
output allocated to investment has been relatively 
‘ge; similarly, in countries experiencing low or mod- 
ate growth rates the level of investment has tended 
be comparatively small. Nevertheless, as may be seen, 
2 relationship has not been very close. There are some 
untries which have grown rapidly despite the mod- 
ate proportion of output devoted to investment; and 
sre are others which have grown slowly notwithstand- 
x rather high levels of investment. The fact that the 
ationship between investment and growth is only 
»derately close is not, of course, unexpected, for the 
vel of investment is but one of the determinants of 
momic growth. Another important factor has been 
> growth of effective demand in relation to the nature 
d amount of under-utilized productive capacity at 
+ beginning of the period. Thus, in countries where 
der-utilization of capacity was considerable in the 
rly nineteen fifties, the growth in output was greatly 
silitated through a fuller employment of idle pro- 
ctive capacity. An especially important instance of 
eater utilization of capacity is to be found in the case 
the export sector. In the under-developed countries, 
vere foreign trade is particularly important, the state 
export markets has exerted a strong influence on 
owth rates; a vigorous demand for the exports of a 
untry has stimulated the growth of employment and 


United Nations, World Economic Survey, 1959 (Sales No.: 
C1). 
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output, while sluggish export markets have depressed 
growth. And in so far as the expanded supply of ex- 
ports has been achieved through a greater utilization 
of existing resources, the additional capital required for 
the increase in output has been reduced. 


Other factors have also influenced the relationship be- 
tween investment and the rate of growth. Countries have 
differed considerably in the extent to which there have 
been improvements in the techniques of production, the 
introduction of which has required a minimum of new 
investment. Moreover, the pattern of investment has also 
had a considerable influence upon the rate of economic 
growth. An undue emphasis on a particular sector, or 
disregard for important sectors, has on occasion re- 
tarded economic activity as seriously as a lack of essen- 
tial raw materials. For example, a failure to provide 
power, communications and other necessary infrastruc- 
ture facilities has at times been a deterrent to investment 
in other fields. 


Important as these additional factors are, there is no 
doubt that higher levels of investment are crucial to the 
acceleration of economic growth. And while many prob- 
lems certainly confront under-developed countries in 
the appropriate use of new capital, their greatest prob- 
lem arises not in the allocation of investment but in the 
securing of additional productive resources for invest- 
ment. Without these additional resources, higher levels 
of investment cannot be realized. 


In view of the wide-spread under-employment of 
productive resources in under-developed countries, it 
might at first sight seem that greater investment should 
not be too difficult of attainment. But the under-employ- 
ment of productive resources which is a characteristic 
of under-developed countries has its roots in the chronic 
disequilibrium inherent in the structure of their econo- 
mies; and it is broadly true that resources can only be 
more fully utilized as the causes of disequilibrium are 
eradually removed. 


The sources of such disequilibrium are manifold. 
Though labour is usually in plentiful supply, for ex- 
ample, it may not be practicable to utilize it more fully 
to meet an expansion in investment demand because the 
complementary resources necessary for production are 
lacking; or even if the complementary resources, such 
as tools or machinery, are available, the manpower may 
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Table 2-1. Rate of Growth of Output and Rela- 
tionship between Investment and Output, 1950- 


1959% 


Rate Gross 
of domestic 
growth capital 
in gross formation Incremental 
Country domestic as capital-outpul 
product» percentage ratio 
(percentage of gross 
per domestic 
annum) product® 
PROTO, «aac seccenons ga 12 Pall D 
[stae]| See rea eo ene 1H 26 Dy 
Trinidad and Tobago...... 9 24 % 
ene Ri teenie Cater nee ian 9 15 2 
WiemSqle). ooacoconctoune 8 Te 3 
(Creece mere annie cree ul 17 2 
Rhodesia and Nyasaland... 7 mS) 4 
(Chinas @lainvan) eerie a IG 3 
Brin ape eee carte 6 19 3 
Mexicomente a tadtryasmie 6 16 3 
Braztlearaces ce hak aes 6 16 Ws 
(COS EGOS. cao oavnooe door 6 20 4 
Philippines cna. nas 5 O 9 1 
AUK Cy eee ye ce un earan sna 6 14 3 
IPEWOETIORN, uo au ao od on on oo oe 6 12 2 
Miclita eee tpn anene icayere ar 5 DY) 3 
Pala arrest, Be cnr 5 18 3 
(Giratemial cee ree 5 WD » 
[PEO NCOs do a0 bon cy oun 5 20 4, 
(Cong Oceanis ses 5 26 6 
Cyprisepenes heen aor 5 19 By 
Korea (Republic of)....... 5 13 Pa 
Union on south Africa... 23 4 
IDODRGIO, 5 oan0cccasaneoon 5 14, 3 
(GUI. oc aavagenacbonan 5 mM 3 
(Golomb iar 5 18 4 
Magileyagl., 5 2 oace00nnsocc 4 16 A 
IMGOMESE), oo sco eueccacet 4 6 ld 
Rortugal yaa eter cre 4 16 4 
(Chile seers teat eae 4 10 3 
InlOWeKONUNENS, ooo ova an coon coe 4 iS 4 
UA Wat Ee vip t ery cuit anh 3 12 4 
T) CLA pe ee nee. 3 8 wy 
Coy loti eke tocar 3 1] a 
Panganyika. case oe ca Z IY 8 
ALGENUNA sh ni aries amms 0 20 12 
INKOROBED. oho nuocosanuaer 2 16 11 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on data from Statistical 
Office of the United Nations, Yearbook of National Accounts 
Statistics and from national sources. ’ 

*For the following countries, the period differs from that 
stated: Burma, 1949/50-1958/59 (fiscal years ending in Septem- 
ber); Brazil, Mexico and Panama, 1950-1958; Honduras, 1950- 
1957; Iraq, 1950-1956; India, 1950/51-1957/58 (fiscal years 
beginning in April); Puerto Rico, 1950/51-1959/60 (fiscal years 
beginning in July); Cyprus, 1951-1959; Argentina and Trinidad 
and Tobago, 1951-1958; UAR (Egypt), 1951-1956; Portugal, 
1952-1959; Morocco, 1952-1958; Thailand, 1952-1957: China 
(Taiwan), Jamaica, Republic of Korea and Union of South 
Africa, 1953-1959; Israel, 1953-1958; Malta, Rhodesia and 
Nyasaland and Tanganyika, 1954-1959; Greece, 1954-1958: 
Spain, 1954-1957; Ghana, 1955-1959, 

For Indonesia, Mexico and the Philippines, the data are based 
on gross national product; for India, they are based on net 
national product at factor cost and net domestic capital forma. 


lack the training and skill to use them. Again, a higher 
level of investment expenditure may not be feasible 
because the employment of additional labour raises 
demand for wage-goods, notably, food; and an increased 
supply of food may not be forthcoming. More than 
any other sector of production, agriculture in under- 
developed countries is usually least adapted to the 
requirements of an expanding economy; primitive 
methods of production and antiquated systems of land 
ownership, in particular, combine to obstruct the re- 
sponsiveness of output to market conditions. Yet another 
instance of chronic disequilibrium is the unintegrated 
state of an under-developed economy ; because of inade- 
quate transport and communication facilities, the many 
local markets within the economy may be relatively 
isolated from each other, each market being unrespon- 
sive to events in the others. 


| 
| 
| 
| 


The elements of chronic disequilibrium inherent in 
the economies of under-developed countries are the 
primary reason why these countries are particularly 
prone to inflation. Despite the under-employment of re- 
sources, output often responds only weakly to increase 
in demand. Additions to investment demand may thus 
fail to evoke an expansion in output, but may rather 
bring pressure on the level of domestic prices or on 
the external balance. In these circumstances, unless the 
additional investment demand can be met through a 
corresponding deterioration in the external balance, a 
higher level of investment can be realized only if the 
upward movement in domestic prices causes a redis- 
tribution of income in favour of the higher-income 
groups. Since these groups tend to save a larger propor- 
tion of their incomes, the higher level of saving in the 
economy will then release resources to satisfy the in- 
crease in investment demand; and a higher level of 
investment can be realized. No less than in industrial 
countries, however, the attainment of a higher level of 
investment in under-developed countries through the in- 
flationary mechanism brings undesirable consequences. 
Indeed, in these countries, since per capita income is 
already at very low levels, any fall in real income among 
the poorer classes may have particularly severe social 
and economic consequences. 


It is true that inflation has been a major problem con- 


tion. Capital formation data for Tanganyika, Thailand and Turkey 
exclude changes in stocks. 

» The rates of growth in gross domestic product generally 

refer to annual compound rates for the period from 1950-1952 
to 1957-1959; but a Fes the period is shorter, averages of onl 
two terminal years have been used. For calculation of erate 
rates and incremental capital-output ratios, all basic data were 
expressed in constant prices. Incremental capital-output ratio 
have been calculated by dividing the share of gross fixed invest- 
ment in gross domestic product by the annual rate of growth in 
gross domestic product. ; 
In current prices, since this is a more appropriate concep 
for studying the sources of financing of investment. A similar 
procedure has been followed in calculating saving ratios in sub- 
sequent tables in the present chapter. i 

4 Calculated from shes ratio of gross fixed investment to gross 
domestic product in current prices, 


HAPTER 2, 


nting a number of under-developed countries in the 
1eteen fifties. It is not to be inferred, however. that 
lation has generally been an important factor in the 
uievement of high levels of saving. While. as may be 
n from chart 2-1, annual rates of growth of 5 per 
st or more have been attained in a few countries where 

degree of inflation has been considerable, for the 
ter-developed countries as a group, there has been 
consistent relationship between inflation and growth. 


sart 2-1. Relationship between Rate of ree 
n Real Output and Price Change, 1950-1952 t 
1957-1959" 


(Percentage per annum) 


‘ O 5 10 15 20 25 30 
Rate of increase in cost of living 


Ar — Argentina Gr — Greece Ph — Philippines 

Br — Brazil Gu — Guatemala Po — Portugal 

Bu — Burma Ho — Honduras PR — Puerto Rico 

Ce — Ceylon Id — Indonesia RN — Rhodesia and Nyasaland 
Ch — Chile In — India SA — Union of South Africa 
Co — Colombia Ir —Iraq Sp — Spain 

Cg — Congo ls — Israel Ta — Tanganyika 

CR — Costa Rica Ja — Jamaica Th — Thailand 

CT —Chinc (Taiwan) Ko — Korea (Republic) TT — Trinidad and Tobago 
Cy — Cyprus Ma — Malta Tu — Turkey 

Ec —- Ecuador Me — Mexico Ve — Venezuela 

Eg — UAR (Egypt) Mo — Morocco 

Gh — Ghana Pa — Panama 


ource: See table 2-1. 
For certain differences in time period and concepts, see 
notes to table 2-1. 


s in the industrial countries, the differing experience 
under-developed countries with regard to the levels 
4 trends in investment and saving which they have 
deved is not simply explainable in terms of their 
‘ance on the inflationary mechanism. But, in contrast 
the industrial countries, divergences among under- 
eloped countries in the level and trend of the total 
‘ply of saving have not been related so exclusively 
he behaviour of domestic saving. As will be seen in 
following pages, foreign saving has bulked much 
zer in the experience of under-developed countries. 
will also be seen, however, saving behaviour in the 
mestic economy has been far from uniform. 


t is the purpose of this chapter to analyse the factors 
ounting for the divergent experience among under- 
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developed countries in the level and trend saving 
in the nineteen fifties. Fach of the several sources of 
saving is thus discussed separately. 

The grouping of the sources of saving into the house- 
hold, enterprise, government and favelen sectors is, to 
some extent, arbitrary, for the decisions to consume or 
save that are taken in each of these sectors have re per- 
cussions on saving behaviour in the other sectors. It must 
also be recognized that there are several important 
factors, such as the export experience or stage of de- 
velopment of countries, that have significantly influenced 
saving in all sectors of the economy. Nevertheless, analy- 
sis by these broad classes of saving is illuminating since 
the processes through which saving has been shaped 
in the several sectors have generally been distinctively 
different. 


This point is most obvious in the case of foreign 
capital, which has been an important source of saving 
for investment in the under-developed countries during 
the decade. For while the level of private capital flow 
has been mainly determined by the nature of com- 
modities exported and the stage of development, the 
flow of public funds has been affected to a large extent 
by political and other considerations. Public capital 
flows have, in fact, tended to be related to relative in- 
vestment needs, and have been larger as a proportion 
of gross product in the lower-income countries than in 
those at a more advanced stage of development. 


Domestic saving, considered as an aggregate, has 
tender T0 vary mainly with export experience, and also, 
to a minor degree, with per capita income | capita income levels. How- 
ever, the ise of domestic saving has also been sig- 
nificantly affected by other factors. The saving of gov- 
ernments, for example, has inevitably reflected their 
policies with respect to public expenditure and revenue 
programmes; again, a significant determinant of house- 
hold saving has been the distribution of income between 
wages and property and enterprise incomes. 


The government sector is perhaps the most striking 
instance of the which decisions taken in one 
part of the economy affect the behaviour of saving else- 
where. Thus, government tax and expenditure policies 
have been important in determining the level of saving 
in the corporate enterprise and household sectors. Cor- 
porate dividend policies provide another important ex- 
ample of the interdependence of decisions which affect 
saving. While a liberal policy of distributing dividends 
within the domestic economy reduces corporate saving, 
it may be offset by higher levels of household income. 


The study of the factors accounting for differences 
in the saving levels of foreign and domestic sectors with 
which the chapter opens provides a point of departure 
for the subsequent examination of trends. While, gener- 
ally, the same economic forces are found to account 
for trends in saving as for levels of saving, their influ- 
ence is revealed in a dynamic context of developments 
affecting trade, income and institutional factors. Finally, 
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it is recognized that the failure to use available saving 
efficiently has adversely affected the pace of economic 
growth in some countries, and that, if saving Is to make 
a maximum contribution to progress, efficient means for 


channelling it into a broad range of investment outlets 
are needed. For this reason consideration is also given 
to the problems encountered in its allocation among 


alternative uses. 


Sources of saving 


In the under-developed countries, although their need 
for high rates of economic growth is greater, the total 
supply of saving available for domestic investment, when 


expressed as a percentage of gross domesti¢ product, 
has often not been a8 large as in most industrial coun- 
tries. This constitutes an important difference between 
the two groups of countries and goes close to the heart of 
the problem of under-development. 


The gap between the two groups of countries in their 
capacity for self-sustaining growth is, however, reflected 
not only in their different levels of saving but also in 
their different patterns of saving. It is a mark of the 
under-developed economies that not all the total supply 
of saving available for investment is generated within 
the domestic economy. Whereas a number of the indus- 
trial countries are major sources of saving for the rest 
of the world, most under-developed countries rely upon 
foreign saving to GHaMianE domestic eunplies (see table 
2-2). It is also significant that, as compared with indus- 
trial countries, the various groups of income recipients 
who are classified iicuineines incl teeee 
as a source of saving in the under-developed countries. 


Again, depreciation charges in the under-developed 
areas are generally a much smatter proportion of gross 
to gross saving. It is quite possible that this may, in part, 
denote differences in depreciation practices between the 
two groups of countries. But it is more probable that it 
primarily reflects fairly obvious differences in the struc- 
ture of production and, accordingly, the composition 
of the stock of depreciable assets. Since agriculture ac- 
counts for a larger part of total output, a much smaller 
proportion of the capital stock in under-developed coun- 


tries is made up of industrial assets with a relatively 


short life, such as machinery, and a much larger share 


consists of slowly depreciating aséets, such as buildings, 
roads, railways or dams. 

It is thus clear that the broad differences between 
the industrial and the under-developed countries in their 
patterns of saving are reflective of fundamental struc- 
tural and institutional differences in the nature of their 
economies. When the under-developed countries are 
considered as a group, the several sources of saving have 
differed in their relative importance as compared with 
industrial countries; and these differences in the pattern 
of saving have contributed to the differences in the level 
of total saving. 


However, the broad differences between the two 
groups of countries should not obscure the fact that, 
among the under-developed countries themselves, there 
has been considerable diversity of experience as regards 
both the level and the pattern of saving. Though the 
total supply of saving has often been less, there are even 
a few under-developed countries where it has been as 
high as that prevailing in some industrial countries. 
The range of variation in the level of total saving has, 
in fact, been considerable. In Rhodesia and Nyasaland, 
Venezuela, Israel and the Congo, for example, the total 
supply of saving has exceede per cent; this is in 
sha ntrast to the low lével of about per cent in 
Ceylon, Chile and the Philippines.’ 

Were there only small variations among countries 
in the total supply of saving, these might perhaps be 
ascribed primarily to deficiencies in the data. There is 
no doubt that the measurement of saving in the under- 
developed countries can, at best, yield only rough orders 
of magnitude and that small differences among countries 
may not be of any economic significance.* But, since 
differences have been large, it is evident that they must 
have been mainly the outcome of economic forces—modi- 
fied, undoubtedly, by governmental policy. 


There is no single economic force or aspect of govern- 
mental policy to which the diversity in experience can be 
traced. Rather, there have been differences in the com- 
plex of forces and policies, not only as between coun- 
tries with high or low levels of saving, but also among 
countries with similar levels. As noted earlier, the total 


? Total supply of saving is the sum of depreciation, net do- 
mestic saving and foreign saving. Depreciation is the provision 
for the current value of wear and tear, obsolescence and acci- 
dental damage to fixed capital. Net domestic saving is the sum 
of the surplus of incomings over outgoings in the current 
accounts of government, enterprises, households and private 
non-profit institutions. Transfers of the household and govern- 
ment sectors to or from the rest of the world are excluded from 
the income and expenditure accounts in estimating the saving 
of these sectors, Foreign saving is the deficit in the balance of 
goods and services; it does not include current transfers to or 
from the rest of the world. 

8 Certain limitations of the data on which the analysis in this 
chapter is based should be noted. National accounts statistics 
are deficient to the extent that countries follow different valua- 
tion methods. Coverage of the non-monetized sector, moreover, is 
often limited. In view of such shortcomings, small differences in 
magnitudes among countries cannot be considered significant. 
This caution applies with particular force to saving data, some 
of which are estimated as balancing items in the national sectoral 
accounts. Estimates of international flow of funds which are 
derived from balance of payments data are deficient to the 
extent that they exclude re-inyested earnings in a number of 
cases. It should also be noted that these estimates refer only to 


pe recorded items and that “errors and omissions” are often 
arge. 
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Table 2-2. Levels of Foreign and Domestic Saving, 1950-1959" 
(Percentage of gross domestic product) 


SS a 


Total supply 


Country of saving Depreciation oe he aia Dla ee dai 
Rhodesia and Nyasaland......... 29 Pe - Bi _ aha. . “ 
Menonacha Gotti? <<) a MUTT Bit 8 19 : a 
[Oe ee ae 26 ne oe 
WON DOM a tie mn 26 a: ‘1g 7 1G 
Trinidad and SOE oh aie ass 45 24 3 16 6 10 
Union of South Africa........... 23 8 15 1 14 
Malta 1 Rs A I ed 22 4 18 3 15 
LENST¥S1 (Go rte cite ik HK 15 9 5 
Puerto Rico > ARE Oe, ee ee 20 6 14 Ise sey 
POPES Oi Chet ce Oe OS, 20 10 10 Zz 8 
Rcrapicieeetn ae. 2 we 20 5 15 4 wi 
LI ee 19 6 13 —l 14 
LENT Oe ee een 19 4 15 l2— 3 
Spain. preteens iE 5's <5 570 18 i 10 2 8 
Mnilomi nia, sae tee 18 9 9 — 9 
Sand (PAIWAN) . «os xe 6 cdc denon \7= 6 ile i 5 
ISREE CR Re 7 z iy?) 8 1 
NE ee 7 —1 
Monet. arvensis 16 ee il 
Se EES See 16 5 ll 1 10 
LAR SAESTG leech ey A le 16 e eg 2 
[ST 71 a 16 6 10 —] ll 
LE PN ae eee 16 5 til > 6 
PIGHGERS er fare ee LS 5 10 y 8 
a Sl a ea 15 4 10 —2 13 
PRIOR ters eee 14 5 9 il 8 
J 2 ee ere 14 4 10 2 8 
Korea (Republic of)............. 13 5 8 9- —1 
NPR RiP eynily asics socks ees + 12 ry ter 3 
I PERIT VSS aN See? eS ane ol 12 6 6 6 —1 
Seratemala ca. oh has sie 12 4. 8 2 6 
fo) Se) Oe iy rere ll 2 9 = 9 
JUTE 3 Ea ae ie ee ee oe 1 ae ae 2 Pie: 
tikes ee ee ee ks 10 i 3 2 il 
OE ae a re 9 B) zt 2 2s 
| ita tere tect (ten 2 Se ee eae ee 6 3 3 il 2 
Les 1S eae ters aie eee a 8 ] Ht 


Source: See table 2-1. 
* For certain differences in time period and con- 
a see footnotes to table 2-1. 
Foreign saving is equal to payments for imports 
of goods and services minus receipts from exports 


pply of saving consists of foreign saving and of the 
mestic saving undertaken within the government, en- 
prise and household sectors; and since the factors 
termining the saving from each of these sources are 
tinctly different, analysis of the total supply is best 
ilitated by consideration of its several components. 
ese components are considered separately in the fol- 
ving sections, but by way of introduction it is useful 
st to form some impression of their relative import- 
se. It should be noted, incidentally, that since it is 
t possible to allocate depreciation charges among the 
ferent sectors, the analysis hereafter is necessarily 
terms of net saving. 


of goods and services. A positive foreign saving 
reflects an excess of such payments over receipts 
and a negative foreign saving an excess of receipts 
over payments. See also footnote 2 to the present 
chapter. 


That foreign saving has generally contributed sig- 
nificantly to the total supply of saving can be easily 
seen from table 2-2. If the period from 1950 to 1959 
is taken as a whole, thirty-one of the thirty-seven coun- 
tries listed in the table were recipients of foreign saving, 
and in about half of all the countries, foreign saving 
augmented the domestic supply by amounts ranging 
from one to 3 per cent of gross domestic product. As 
discussed later, these additions to the supply of saving 
have mainly reflected long-term capital outflows from 
the industrial countries. A considerable number of 
under-developed countries, however, have received sub- 
stantially larger amounts of foreign saving. In nearly 
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one-third of all the countries, foreign saving has 
amounted to 4: per cent or more of gross domestic prod- 
uct, and in the extreme instances, such as Israel or 
Puerto Rico, it has been as high as about one-fifth of 
gross product. In only four of the thirty-seven countries 
has there been an outflow of domestic saving; these are 
the countries which have either made net repayments 
on their previous borrowings from abroad or simply 
added to their gold and foreign exchange reserves. Iraq, 
for example, added substantial amounts to its reserves 
in the nineteen fifties. 


The level of foreign saving, however, although it has 
varied widely among countries, has not been closely 
associated with the level of total saving. Countries which 
have drawn heavily on foreign saving have not neces- 
sarily had high levels of total saving ; nor has a moderate 
inflow of foreign saving necessarily implied that the 
total supply of saving has been low. This only points to 
the fact that levels of foreign and domestic saving have 
frequently been determined by unrelated factors-1 is 
true that, in a few of the countries which have been 
large recipients of foreign saving, the level of domestic 
saving has also been high; Rhodesia and Nyasaland, 


for example, is a case in point. And it is quite correct 
that, in these instances, the levels of foreign and do- 
mestic saving in the export sector and elsewhere have 
been stimulated by sharply rising export incomes. On 
the other hand, other countries which have been re- 
cipients of foreign saving have experienced very low 
levels of domestic Saving. Conspicuous examples are 
Cyprus, Tsrael, Puerto Rico and the Republic of Korea, 
where special factors, usually of a non-economic nature, 
have determined the level of foreign saving. More im- 
portant, among the larger number of countries where 
the level of foreign saving has been more moderate, 
differences in the level of foreign saving have not been 
related in any systematic way to differences in the level 
of domestic saving. 


The lack of correspondence between foreign saving 
and the total supply of saving is necessarily reflected in 
the relationship between domestic saving and the total 
supply. But, as may be seen from table 2-3, since do- 
mestic saving is generally the major source of total sav- 
ing, high or low levels of total saving have frequently 
been associated with high or low levels of domestic 
saving. 


Table 2-3. Level of Net Domestic Saving, by Sector, 1950-1959" 
(Percentage of gross domestic product) 
Country dase Government ee 
saving saving Total Corporate Household 
CORE O Ree Ie ce yeti nerayaneae Seas 16 4 13 8 + 
Venerilela® 94. mncter cess ake 16 10 6 3 3 
Rhodesia and Nyasaland......... 14 5 9 4 4 
Unionvot SouthAinmcacs;.......). 14 3 10 3 4 
Birdie ae meta neiece Seaeatoe 14 2 ll 
LOT OCEO taraca teen Nar Oe Sete mers ill 4 ¢ ) 
COStAGRICE rare Set nC neces ie: il 4 7 3 4 
Trinidad and Tobago............ 10 3 ri 2 5 
Pac een een eee 10 3 7 4 3 
Colonubiannmerr tacts rsa) tone 9 4 5 1 3 
Covlonigatne ee natieyiemeene eae 9 2 if 5 
Salle ee Magee is hates ide Ge 8 2 6 3 3 
ECUaAcor > emiecmene tetas 4 kent 8 4 5 2 3 
Hondas terre. toes tere ee wee 8 2 7 1 6 
I da eee eect toto Mee rt i il 6 
Perio Some esis accommo 6 3 3 
AIM AI CA twine vey potters ee ae Pe 5 2 “3 
Chins Tatwan\isn oe. ok ke 5 1 : : - 
NEE CC men pacnctt hich aed baertne ete 4 ; 
Plailippimes®y ars s, cesses ese. 2 _ 2 —2 
Cli ec eer en yt ee ee il 2 —2 
PAT AMM ne Wer cles one Goa —l l ey 9 —3 
Korea (Republic of) ....0.... 014. —1 —4 2 : ai 
Puler to: Mice chet. er heeey coe —4, . 5 


Source: See table 9 1. 

* For certain differences in time period and con- 
cupts, see footnotes to table 2-1. Government sec- 
tor consists of general government, the corporate 
sector of private and public cor orations, and the 
household sector of househol 8, unincorporated 


enterprises and private non-profit institutions. 
Components do not necessarily add to totals be- 
cause of rounding. 


. : : ‘ F 
Public corporations included in government 
sector, 


. 
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As might be expected, private saving has generally 
»en more important than government saving in deter- 
ining the level of total net domestic saving. What is 
" greater interest, however, is the fact that, in countries 
here total domestic saving has been high, both govern- 
ent and private saving have generally tended to be 
»gh; and, conversely, low levels of total domestic saving 
ave generally been associated with low levels of both 
overnment and private saving. As explained later, the 
vvels of government and private saving have been re- 
‘ted to each other, largely because they have both been 
such affected by the nature of the export sector, 


The level of government saving has varied appre- 
cably among countries. In the extreme instances, it has 
een as high as 10 per cent of gross domestic product 
Venezuela, while in the Republic of Korea the Gov- 
nment has actually dis-saved. In most countries, gov- 
-nment saving has ranged from one to 5 per cent of 
oss domestic product.‘ By comparison, the  inter- 
suntry differences in the level of private saving have 
‘en somewhat greater. Private saving has been nega- 


nie level of saving in other countries has ranged widely 
‘tween these extremes. 


Within the private sector, neither corporate nor house- 
wld saving seems to have played the more dominant 
le in explaining the inter-country differences in levels 
domestic saving.” Nor has each, taken separately. 
/own a close positive association with the level of 


mmestic saving, although in the case of household 
ving the low-saving countries have tended to expe- 
sence no net saving or even negative saving. To some 
stent, as explained later, corporate and household 
ving have tended to offset each other because of 
stitutional differences among countries, but they have 
so been affected by various other factors. such as the 
-vel of per capita income, the nature of the export 
ctor or the impact of government fiscal policy. 


FOREIGN SAVING 


The inter-country differences in levels of foreign sav- 
ge have, as just noted, largely reflected differences in 


*The range of gross government saving between the high- 
-ying and low-saving countries is probably greater than that of 
t saving. This is because the share of government gross invest- 
‘ent in total investment has generally been larger in countries 
th higher net saving. If, as an approximation, depreciation is 
sumed to be proportionally equal in all countries, the spread 
‘aong countries is larger for government gross saving than for 
svernment net saving. 
5In this chapter, where saving by sector is based upon the 
sta on net saving, the concept of corporate sector is used. Net 
irporate saving includes saving of both public and private cor- 
‘rations; the available information shows that the saving of 
,e former has generally tended to be small in the total. In 
,sapter 1, however, the discussion in terms of gross saving has 
-cessitated the use of the concept of enterprise sector. Gross 
iterprise saving comprises, in addition to gross saving of cor- 
srations, depreciation allowances of unincorporated enterprises, 
vernment enterprises and private dwellings which cannot 
ways be separated. 


‘ 


the inflow of foreign long-term capital and official grants, 
That the movements of these international funds have 
accounted for the bulk of foreign saving in recipient 
countries can be easily seen from table 2-4." In fact, in 
a significant number of these countries, such as Vene- 
zuela, Guatemala, Ecuador, the Congo, Brazil and Mex- 
ico, such funds have provided the whole of foreign 
saving. These capital flows, however, have been com- 
pounded of both private long-term capital and official 
loans and grants; and the volume of capital received 
by individual countries on each of these two accounts 
has been determined by entirely different considerations. 
Explanation of inter-country differences in the level of 
foreign saving thus turns largely upon the factors in- 
lluencing these two different types of capital flow. 


The relative importance of private and official capital 
in determining the level of foreign saving has varied 
widely among countries. While the flow of official long- 
term capital and grants to the under-developed countries 
as a whole has been substantially lateer than the flow 
of private capital, in some individual countries private 
capital has been the dominant or even the sole com- 
ponent in the total inflow. In a number of countries, 
however, the inflow of private capital has been very 
small or repatriation of private foreign capital has 
even taken place. 


The uneven distribution of private capital among 
the under-developed countries has reflected the fact that 
private foreign capital has been mainly attracted to 
those countries endowed with natural resources for 
which world demand has been rising strongly. There 
has thus been a significant tendency for the level of 
private capital inflow to be directly associated with 
the rate of increase in export proceeds; this is illustrated 
in table 2-5 where countries have been grouped both 
according to the absolute level of their average annual 
net inflow of long-term private capital and according 
to the percentage increase in their export earnings over 
the period. In certain mineral exporting countries, such 
as Rhodesia and Nyasaland and Venezuela, for example, 
large amounts have been invested by foreigners in the 
production and export of such commodities as Copper 


U—_, . . 
and_petroleum. In contrast, countries which export 
a oneness 


6 Estimates of international flows of public and private funds 
are derived from International Monetary Fund, Balance of Pay- 
ments Yearbook (Washington, D.C.). The terms public and 
private refer, unless otherwise stated, to the sectors in the under- 
developed countries and not to those in the rest of the world. 
For example, a loan provided by the International Bank for 
Reconstruction and Development, an inter-governmental organi- 
zation, to a private concern in an under-developed country is 
considered to be a private loan, that is, a loan received by the 
private sector, Likewise, funds provided by private foreign in- 
vestors or donors to governments are considered to be official 
loans or donations, that is, funds received by the public sector. 
The balance of payments accounts published by the International 
Monetary Fund combine transactions of public and private bank- 
ing institutions with data on official capital flows. To the extent 
that the information provided by the International Monetary 
Fund in the descriptive notes to country statements has per- 
mitted, the long-term transactions of the banking sector have 
been allocated, as appropriate, to private and official capital. 
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Table 2-4. Levels of Foreign Saving and its Principal Components, 1950-1959 
(Percentage of gross domestic product) 
Net flow of long-term capital and official grants: 
Foret Private Official | 
Country ee Total ay ee alg cose hag tee 
3.3 0.8 12.4 
Verael ie eeaer cra eee eee: Al 1 3 
AO INGO. oo og bep acer cent oon aL coN 18 cea a a 
Rhodesia and Ne Sree ee eae ; ; : = 
1VG* OL) eee ornate erie a oc Bog . 
en ee 8 3.2 18 14 
(Ghiarvay (fatwa) eee eteaer eer 7 6.1 0.4 a 
Panaia Sein seer eee oan wees 6 aS ne is 
(Costas Rica mea aeo cana oi cere 4 ei Me se 
Waaivailts on da Oe ep a nnononnmanubone 3 i a 7 a 
WARES ypt)is ses teste me arente reeveierane 3 a : ; 
(Guatemalatepremertca et ere ot Dak TZ a 
Mhatlandlece sogeriessctsetsote yar ae aaa eee ve ; 
Cia AT ies CEEOL Oe OOS OC 2 —0.4 — Oni 0.3 
(Chile See Meaeuspeny oh cers oyster more yer eat 2 1.4 sea 0.3 
SPallar rie ions omen Me onaranra ahead 2 0.5 0.1 0.4 
ATGeNNE ye oe sehm ios see eee eee 2 0.5 0.4 0.1 
Hond Urasi seeerannsataccseky arscycreioks 2 ey. 1.9 —0.] 
Purkeyy echaaas tens gets are argon 2 ileal 0.1 1.0 
Pali Paes cows persr suave ys ere ho naeen cat D1 1.8 0.7 Lie 
CONGO Jeg crs sain 5 2 Hoe orton, ye yes eed 2 3.7 —0.6 4.3 
ISAC UE Werene erecta yn reere SEATON tor Cro RTO: 1 0.2 = 0.3 
UniGn, Gr SOUL EAtiCaere «cera os 1 0.8 0.6 0.3 
Brazil pa pope ew Sean eee esse ] ES 1.1 0.2 
ISDE aie. sate ae alos tation ] Lies: 0.7 0.6 
INdOnesla seer ea tre mene er ee il 0.2 — 0.2 
Mexi Compa mryarer re ca cure acrere tery Il In9 1.4 0.6 
Cevlotin ce women ra ier y ete — (1 —0.6 0.5 
Golombiatemee rr were ety erate = 0.7 0.2 Was 
Burma eerie e ee Niece cn eres all 0.9 == 0.9 
IMoroccotmrcn sess eet veces ere =I 3.9 all 1.8 
Die Cirvacr enna ae pay ae acres eens —3 1.0 1.4 —0.5 
Source: Division of General Economic Research > For definition of foreign saving, see table 2-2 
and Policies of the United Nations Secretariat, footnote b. 
based on data from Statistical Office of the United * For Burma and India, data on foreign capital 
Nations, Yearbook of National Accounts Statistics and grants are for calendar years, while those per- 
and from International Monetary Fund, Balance of taining to foreign saving and domestic product are 
Payments Yearbook (Washington, D.C.). for fiscal years. Data for Morocco saat ats official 
grants; for Ghana, Greece and the Union of South 
“For certain differences in time period and con- Africa, they include short-term private capital. A 
cepts, see footnotes to table 2-1. minus sign indicates a net outflow of capital. 
chiefly textile fibres and_certai shay en par- countries the flows amounted to about 4 per cent of 


ticularly unattractive to foreign private investors. 


Since natural resource endowment and the rates of 
growth in world demand for the various primary com- 
modities have mainly determined the level of private 
capital inflow, private foreign capital as a percentage 
of gross domestic product has been substantially higher 
in countries with highly favourable export experience. 
For 1950-1959, as is shown in the accompanying table, 
long-term private capital as a percentage of gross do- 
mestic product was on the average six times larger 
for the countries whose exports have expanded rapidly 
than for those whose exports have shown slow growth. 
Particularly large inflows were received by Rhodesia 
and Nyasaland and Venezuela, for example; in both 


gross product. 


Average value of long-term 
private capital as 


Increase in Number of percentage of gross 
export earnings countries domestic product, 1950-1959 

LONUG os cu een ce. Sie 14 ey, 

NModerdite. 2.445 a0 eee 4 0.8 

TUS ee ss eee aie nee 11 0.3 


Source: Tables 2-4 and 2-5. 


Partly as an outcome of the fact that the flow of 
private foreign capital has been largely related to the 
natural resource endowment of specific countries, pri- 
vate foreign investment during the last decade has 
tended to be concentrated in the under-developed coun- 
tries with higher per capita incomes. Of the countries 
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Table 2-5. Relationship between Inflow of Long-term Private Capital and Increase 
in Export Earnings" 


Net annual inflow of 


Increase in export earnings 


private capital Large Moderate Small 
CARCOM UME ley ata Wek 45 Greece Mexico Argentina 
Morocco Brazil 
Philippines 
Puerto Rico 
Rhodesia and Nyasaland 
Union of South Africa 
Venezuela 
Mederttec tout... WVskeval scenes Israel Chile 
Ron Ag Re ee China (Taiwan) Ghana Burma 
Congo Guatemala Ceylon 
Costa Rica Colombia 
Ecuador Honduras 
Iraq India 
Panama Indonesia 
Spain 
Turkey 


UAR (Egypt) 


i 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from International Monetary Fund, 
Balance of Payments Yearbook and International 
Financial Statistics (Washington, D.C.). 

* Countries have been grouped according to the 
annual average of the net inflow of private capital 
in 1950-1959 (or for a part of this period for which 


cluded in table 2-6, seven whose per capita income 
over 300 dollars have received almost half of the 
tal net inflow of long-term private capital into the 
ider-developed countries. In sharp contrast, the least 
vourably situated have been those countries with per 
pita national incomes of less than 100 dollars. From 
is group, which includes such countries as India and 
donesia, there has actually been a net outflow during 
is period. The inflow as a percentage of gross domestic 
‘oduct has also tended to be in favour of higher- 
come countries. Of course, not all private foreign in- 
‘stment in the under-developed countries has been in 


data are available) and the percentage increase in 
export earnings between 1950-1952 and 1957-1959. 
Capital inflow: large, 30 million dollars or more; 
moderate, at least 15 million dollars but less than 
30 million dollars; small, less than 15 million dol- 
lars. Increase in export earnings: large, 30 per cent 
or more; moderate, at least 15 per cent but less 
than 30 per cent; small, less than 15 per cent. 


their export industries. Part of it has also been invested 
in industries producing for the domestic market. But 
such investment has tended to accentuate the distribution 
of private capital in favour of higher-income countries. 
Generally, foreign private investors seek outlets for their 
funds in areas where certain basic facilities—such as 
transport, communications and banking—are already 
fairly well developed. Adequate facilities of this kind 
are usually available only in countries which have 
reached a higher stage of economic development and 
where the level of per capita income is also generally 
higher. Moreover, with a given population, a higher 


Table 2-6. Net Flow of Foreign Funds to Under-developed Countries, 
by Income Group, 1950-1959, Annual Average* 


Number 
Income group of | 
countries 


Official Official 
Private grants and Private grants and 
long-term long-term long-term long-term Ye 
capital capital capital capital 


(average ratio to gross 


(millions of dollars) domestic product)» 


Countries with per capita national income of: 
I? Less than 100 dollars <<. -53-..- 


PenLOO aL 90 ollarssternne ee vse 13 
Tere OO a2 O0 dollars. sets vera oli 5 
IV. 300 dollars or more....... 7 


TOTAL, UNDER-DEVELOPED COUNTRIES 31 


Source: See table 2-4. 

* For certain differences in time period and con- 
cepts, see footnotes to tables 2-1 an 2-4. Countries 
have been grouped according to the annual average 
of their per capita national incomes in 1956-1958. 
Group I: Burma, China (Taiwan), Congo, India, 
Indonesia, Thailand; Group II: Brazil, Ceylon, 


=a) 270 ae 2.3 
289 458 1.0 1.3 
153 162 1.3 Val 
404, 358 ile 3.3 
837 1,248 1.0 19 


Colombia, Ecuador, Ghana, Guatemala, Honduras, 
Iraq, Morocco, Philippines, Republic of Korea, 
Rhodesia and Nyasaland, UAR (Egypt); Group III: 
Costa Rica, Greece, Mexico, Panama, Turkey; 
Group IV: Argentina, Chile, Israel, Puerto Rico, 
Spain, Union of South Africa, Venezuela. 

> Simple arithmetic mean. 
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per capita income provides a larger domestic market, 
which offers an additional impetus for the inflow of 
foreign capital. It is to a considerable extent for this 
reason that Argentina, Brazil, Chile, Mexico and the 
Union of South Africa, for example, have been able to 
attract large or moderately large inflows of private 
capital. On the other hand, the low level of per capita 
income seems to have been one of the deterrents to 
such inflows in countries such as India and Pakistan. 


Unlike the flow of private capital which is motivated 
by prospects of profits, economic factors have played a 
less significant role in influencing the flow of public 
funds. Official assistance is inevitably linked with politi- 
cal and other non-economic forces. It is largely the 
influence of such factors that is reflected in the large 
flows of public funds, ranging from 4.3 to 12.4 per cent 
of gross domestic product, in such countries as China 
(Taiwan), the Congo, Israel, Puerto Rico and the Re- 
public of Korea. The special circumstances that marked 
the emergence of Israel as an independent nation after 
the Second World War have brought forth large 
amounts of foreign aid. Political reasons, too, have been 
the principal factors behind the very large amounts of 
foreign assistance received by China (Taiwan) and the 
Republic of Korea. Almost all the foreign saving re- 
ceived by the Congo has been in the form of public 
funds, owing to the political link that existed until 
recently with Belgium. The experience of Puerto Rico 
has been rather special, since its relationship with the 
United States has enabled both the public and private 
sectors of the economy to receive large flows of foreign 
saving. 


While a number of varied factors have influenced 
the flow of official grants and long-term loans, it is 
striking that a significantly Iarge proportion of these 
public funds has gone to the lower per capita income 
countries. It is evident from table 2-6 that during 
1950-1959 22 per cent of the total flow of public funds 
went to countries wi _per_ capita incomes of less than 
100 dollars. Since these countries as a group have not 
received any net inflow of private capital, official assist- 
ance has been of great importance for them. Among the 
countries with per capita incomes of more than 300 
dollars, Israel and Puerto Rico have received large 
amounts of official funds, but the share of this group as 
a whole in the total flow of official funds has been sub- 
stantially less than its share of private capital. On the 


whole, therefore, the flow of public funds has helped 
to fill a_gap in the availability of foreign funds for a 
number of countryes. 


While private and official capital have together ac- 
counted for the main part of the foreign saving avail- 
able to most countries, it can be seen from table 2-4, 
that the net inflow of long-term capital and grants has 
frequently been smaller than total foreign saving. Such 
countries have had to rely on additional sources of 
financing. Thus, in a group of countries including 


Greece, Israel and, to a less extent, Puerto Rico, where 
historical, cultural and institutional links abroad are 
especially strong, private donations have contributed 
significantly to foreign exchange receipts. In Israel, 
over one-third of the goods and services deficit in 1953- 
1958 was covered by such contributions, while in Greece 
the proportion amounted to a little less than one-half 
in 1954-1958. In India private donations have provided 
close to 24 per cent of the total flow of foreign saving 
during the period under review. A second group in- 
cludes countries which have sought to finance many of 
their development projects through the use of exchange 
holdings previously accumulated. This has been particu- 
larly true for some of the present and former members 
of the sterling area. For instance, between 1950 and 
1959, the reduction in gold and foreign exchange re- 
serves as a ratio of the deficit in the balance of payments 
on current account amounted to about 66 per cent in the 
United Arab Republic (Egypt), 33 per cent in India 
and 8 per cent in the Union of South Africa. 


DOMESTIC SAVING 


High or low levels of domestic saving have, as noted 
earlier, generally been associated with high or low levels 
of saving in both the private and the government sectors. 
This relationship between private and government sav- 
ing suggests that the levels realized in both sectors may 
have been largely shaped by common factors. Before 
saving behaviour in each of these two sectors is con- 
sidered separately, it is therefore of interest to explore 
the possible reasons for inter-country differences in the 
level of domestic saving as a whole. 


One very broad possible explanation that immedi- 
ately suggests itself is the variation among countries 
in the level of per capita real income. It might be ex- 
pected that a smaller proportion of income would be 
available for saving in the lower-income countries, since 
relatively more would be absorbed in meeting sub- 
sistence needs. And lower per capita real income might 
not only depress the level of saving in the private sector, 
but also reduce the taxable capacity of the community 
and, consequently, the level of saving in the government 
sector. 


The experience of the under-developed countries in 
the nineteen fifties, however, offers only limited support 
for this explanation. In a number of countries, such as 
Burma, the Congo, Rhodesia and Nyasaland, as can be 
seen from table 2-7, low income levels have not pre- 
vented the attainment of high levels of domestic saving. 
At the opposite pole are countries such as Chile and 
Puerto Rico, which have experienced low levels of 
domestic saving notwithstanding their higher income 
levels and more advanced economies. 


This does not disprove that a low level of per capita 
real income may, in fact, be an important factor limit 
ing the level of domestic saving which can be attained 
in an individual country. But it does indicate that the 
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Table 2-7. 


Relationship between Levels of Per Capita Income and 


Net Domestic Saving, 1950-1959" 
—— —— ee 


Per capita 
national income ~ 


(dollars) Below 5 = tO a 
Belows 00g es seen. China (Taiwan) — India 
Indonesia 
100 to 199........ Korea Guatemala 
(Republic of) — Portugal 
Philippines 
20010299... Greece 
Panama 
BOOM S99. 5... ... Chile Jamaica 
Cyprus 


Above 400 Puerto Rico 


Net domestic saving as percentage of gross domestic product 


8 to 10 11 to 13 “14 to 16 
Burma 
Congo 
Brazil Iraq Rhodesia and 
Ceylon Morocco Nyasaland 


Colombia 
EKeuador 
Honduras 


Turkey Costa Rica 


Spain Malta 
Union of 
South Africa 
Argentina Venezuela 


Trinidad and 
aes 
Tobago 


nn 


Source: See table 2-1. 


8 For certain differences in time period and concepts, see footnotes to table 2-1. 


luence of the level of real income has often been out- 
ighed by other forces. Indeed, it serves to emphasize 
it the under-developed countries, far from being a 
mogeneous group, differ considerably from each 
ver in the structural and institutional characteristics 
their economies. For, it is in large degree because of 
uctural and institutional differences that the influ- 
ce of per capita real income has often not been 
rceptible. 


One such important difference among countries lies 
the distribution of income. As is brought out later, 
the countries where incomes from property and entre- 
eneurship constitute a high proportion of national 
some and where the size of the corporate sector is 
latively large, the level of saving has tended to be 
latively high. 


But a more important difference among countries has 
en the nature and size of the export sector. Where the 
port sector is relatively large, where the export market 
buoyant and where production for export is concen- 
ited in the hands of relatively few enterprises, the 
nditions are particularly favourable for high levels of 
ivate saving. Moreover, since duties on exports and 
:ports constitute a major source of revenue for govern- 
ents in under-developed countries, a relatively large 
port sector facilitates government saving; and this 
ay be still easier if production for export is dominated 
- corporate enterprises, since revenue from indirect 
xes can be augmented by revenue from direct cor- 
yrate taxes. On the other hand, if the export sector is 
latively small, if export incomes are diffused through 
any small traders and peasant producers, or if export 
arkets are stagnant, circumstances are generally less 
nducive to high levels of saving either in the private 
in the government sector. 


The role which the export sector plays in determining 


the level of domestic saving is clearly not a simple one. 
It depends not only upon the relative size of the sector 
but also upon its institutional nature, upon the buoy- 
ancy of external markets and upon governmental policy 
with regard to taxation of foreign trade and of incomes. 
The relative importance of these several strands cannot 
easily be assessed in quantitative terms. But a rough 
indication of the significance of the role of the export 
sector is given in chart 2-2, where the size of the export 
sector is compared with the level of domestic saving. 


The channels through which the export sector has 
affected the levels of government and private saving 


Chart 2-2. Levels of Domestic Saving and Exports, 


1950-1959" 


(Percentage of gross domestic product) 


20 


GE 
Ve x 
15 
r Bu SA RN if 
e e 
CR 1 
= Br Mo ° Wy 
: ne t S a Co Ge 
s Ec e 
3 “ Tu Ar e Ho 
= ee 
3 In 
6 :! iS oy Ja 
3 = ‘ 
® 65 A 
Z Gre 
(<| 
Ph rf 
° 
Ch 
e 
) Pa 
Ko e 
e 
PR 
e 
poles tall (seal 1c ail {Meese Sal 
0 5 10 15 20 25 30 35 40 60 
Exports 


Source: See table 2-1. 
«For certain differences in time period and concepts, see 
footnotes to table 2-1. For abbreviations, see chart 2-1. 
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and the extent to which its influence has been offset 
by other factors are further explored in the following 


two sections. 


Government saving 


Although by comparison with private saving the dif- 
ferences among countries in the level of government 
saving have not been as large, they have contributed 
significantly to the diversity in levels of total saving. 
As has been pointed out earlier, the countries in which 
total saving has been relatively high have also been 
among those in which the level of government saving 
has been high; and conversely. 


In under-developed countries, no less than in the in- 
dustrial countries, the level of government saving is the 
outcome of a complex of interrelated policies with 
regard to both taxation and public expenditure. But an 
important qualitative difference in the role of govern- 
ment between these two groups of countries is the more 
active and direct part which it plays in fostering eco- 
nomic growth in most- -develtoped countries. fhis 
is reflected in the much greater importance of public 
investment in the total investment of these countries. 
Since government investment has, in the past decade, 
become a major instrument in the effort to stimulate 
economic growth, it is not surprising that public invest- 
ment programmes have been important in shaping the 
saving decisions of governments in the under-developed 
countries. In fact, as can be seen from chart 2-3, there 
has been a tendency for the level of government sav- 
ing to be positively associated with that of government 
investment. For example, in Rhodesia and Nyasaland 
and Venezuela both government saving and investment 
have been relatively high. On the other hand, in Panama 
and the Philippines, they have both been low. 


However, the tendency for government saving and 
investment levels to be associated with one another does 
not necessarily imply that inter-country differences in 
the level of government saving have been simply de- 
termined by differences in the size of investment pro- 
grammes. It has often happened that governments have 
set investment goals at a level higher thar can be 
financed from their own saving; and, unless they have 
been able to obtain additional resources through do- 
mestic and foreign borrowing, the investment  pro- 
grammes may not have been realized. In other words, 
while investment programmes are an important deter- 
minant of the level of government saving, much also 
depends on the levels of government revenue and con- 
sumption expenditure. In the absence of government 
borrowing, investment outlays cannot exceed the dif- 
ference between the income of government and its con- 
sumption expenditure. 


The levels of both government disposable income? 


‘Government disposable income is the current income avail: 
able for the purchase of goods and services, 


Chart 2-3. Levels of General Government Saving 
and Investment, 1950-1959" 


(Percentage of gross domestic product) 


, 


Government saying 
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Government investment 
Source: See table 2-1. 


® For certain differences in time period and concepts, see 
footnotes to table 2-1. For abbreviations, see chart 2-1. 


and government consumption have, as may be seen from 
table 2-8, varied considerably among countries. But 
the differences in the level of saving have not been 
systematically associated with differences in levels of 
either consumption or income. Although there has been 
a moderate association between levels of saving and of 
disposable income, the relationship has been _pro- 
nounced only in the very high-saving and the very low- 
saving countries. 


As regards the level of government consumption ex- 
penditure, it is unfortunately difficult to offer an 
explanation of the wide differences among countries. 
The level of expenditure has ranged from 6 per cent of 
gross product in Colombia to 19 per cent in China 
(Taiwan); and these wide differences have generally 
been related to differences in levels of civil consumption 
expenditure rather than in defence expenditure. Only 
in a few countries, such as China (Taiwan), Greece and 
the Republic of Korea, have relatively high levels of 
defence spending accounted for the high levels of total 
government consumption expenditure; in most coun- 
tries, defence expenditure has usually been around 2 
per cent of gross domestic product. 


The differences in levels of civil consumption ex- 
penditure do not appear to have been closely related 
to such economic factors as per capita income levels 


CHAPTER 2. SAVING FOR ECONOMIC DEVELOPMENT IN THE UNDER-DEVELOPED COUNTRIES 69 


"able 2-8. Level of General Government Saving, 


1950-1959" 


(Percentage of gross domestic product) 


KL 


4 Net Disposable 
Country saving income» Consumption 
PEG ZUNE LAs slaty seis 0 6a wa 10 24 14 
thodesia and Nyasaland... 5 14 9 
MPO Dia een cee. ck 4, ll 6 
MEDICA ter ce acl cosh eas 5 4 14. 10 
PEACOT area cere ht ok 4, 16 12 
} CUS A aoe eee 4 16 13 
, 7 ere 3 iS ll 
Jnion of South Africa.... 3 14 11 
MPRA tends So. Seeks 3 12 8 
‘rinidad and Tobago . 2 14 ll 
WE re A 3 15 12 
 TLTG a 2 16 13 
BECO A eo 2 12 9 
tT ae 2 ll 9 
TM ey cht ig 3) Sa mas 2 12 10 
PBGUPAS.. oo .c..s. 0 ec a s 2 9 8 
‘e lon O32 Seen 2 15 is 
(LD oe er rr ] 8 7 
MEMRIPINES®.. 5 oc ee 1 9 8 
TR oe ei seoc yk 5 l 13 lee 
WORM OS a de es eA 1 15 13 
Werna (larwan)......:... ] 19 19 
MME ic Sees = ll ia 
<orea (Republic of)...... —4 10 ils 


Source: See table 2-1. 

*For certain differences in time period and concepts, see 
ootnotes to table 2-1. 

>For components of government disposable income, see 
able 2-9. 

¢ Public corporations included with general government. 

4 Data are gross of depreciation. 


ind the stage of economic development, as might per- 
aps be expected. For instance, in the relatively more 
idvanced of the under-developed countries, such as the 
Jnion of South Africa, Chile and Spain, the level of 
‘overnment consumption has not been particularly 
igh ; nor can the higher level of consumption in Ceylon, 
is compared with India, be explained by its compara- 
ive stage of development. 


Lack of data also makes it impossible to examine 
n detail the differences among countries in the com- 
»onents of consumption expenditure. But the common 
vattern appears to have been that the largest com- 
yonents have been general administration and related 
ervices; expenditures on education and on health, 
isually in that order, have taken smaller fractions of 
‘urrent consumption expenditure.* However, in some 
ountries, among which Ceylon is a striking example, 


8A United Nations study covering eleven Latin American 
ountries shows the following average (median) data on the 
ractions of all current expenditure devoted to various services 
n 1954: general administration (including economic services) , 
1 per cent; defence, 16 per cent; education, 16 per cent; health, 
2 per cent. See United Nations, Economic Survey of Latin 
{merica, 1955 (Sales No.: 1956.11.G.1). 

In another study the levels of the major components of current 


Chart 2-4. Level of Revenue from Corporate 
Taxes and Level of Exports, 1950-1959" 
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Source: See table 2-1. 
“For certain differences in time period and concepts, see 
footnotes to table 2-1. For abbreviations, see chart 2-1. 


the relatively high level of government expenditure has 
been due mainly to large expenditure on economic and 
social services. 


It is less difficult to identify the factors accounting 
for inter-country differences in the level of government 
disposable income. The most important reason has prob- 
ably been the size and nature of the foreign trade sector, 
though a subsidiary factor has also been the stage of 
economic development. 


The importance of the foreign trade sector is largely 
related to the fact that, typically, in under-developed 
countries, the principal source of revenue is indirect 
taxation, and, particularly, import and export duties 
(see table 2-9). The level of revenue derived from in- 
direct taxes has thus, to a considerable extent, depended 
upon the volume of foreign trade as well as upon tax 
rates. In Burma, Ceylon and Thailand, for example, the 
large size of the foreign trade sector in the domestic 
economy, in conjunction with high average tax rates, 
has yielded higher levels of revenue from customs duties 


expenditure in ten under-developed countries were estimated 
for one year between 1952 and 1955. Their average (median) 
values as percentages of gross national product are as follows: 
economic services, 3.7; administration, 3.1; education, 2.1; 
health, 1.3. See A. Martin and W. A. Lewis, “Patterns of Public 
Revenue and Expenditure”, The Manchester School of Economic 
and Social Studies, vol. XXIV, No. 3, September 1956 (Man- 
chester). 
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Table 2-9. Levels of Government Disposable Income and its Components, 1950-1959" 
(Percentage of gross domestic product) 
f Direct taxes - Indirect tares minus subsidies oH Other 
Disposable House- Indirect nog transfers» income 
OEE eee Total hold Corporate Tolal tares Subsidies 

Vere7lelamein rents notes ill ] at a - - 
(@hinas(2 ava) ares 19 3 | 3 « Z ; 
GoneOeecer eetnatmeci eae 16 8 4 3 9 ; = i 
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Source: See table 2-1. 


®For certain differences in time period and concepts, see 
footnotes to table 2-1. 


than in most other countries. In contrast, the relatively 
low level of revenue from indirect taxes in India has 
been due to the small size of the foreign trade sector. 


But the foreign trade sector in many countries has 
also been a major source of revenue from direct taxes; 
these have been principally taxes on the earnings of 
corporations engaged in exporting primary commodi- 
ties. Thus, it is evident from chart 2-4 that levels of 
revenue fro axes_in evelope 
countries have been broadly related to levels of exports. 
In the mineral exporting countries, such as Venezuela, 
Rhodesia and Nyasaland and Trinidad and Tobago, 
where exports constitute a very high proportion of total 
domestic economic activity, governments have been able 
to achieve high levels of revenue from corporate taxes 
by imposing heavy levies on exporting companies. Con- 
versely, the relatively ow levels of revenue from cor- 
porate taxes in such countries as the Republic of Korea, 
India“and the Philippines have be result 


of the smaller relative share of exports in total output. 


However, inter- country differences in the level of 
revenue from direct taxes have also been related. though 
in smaller measure, to broad differences in the stage o 
economic development or the level of per capita income. 


> Net transfers are shown with a reversal of sign as a deduction 
_ from government income. 

e Current transfers from household sector are included with 
direct taxes. 


In more advanced countries, for example, where the 
corporate form of organization is more wide-spread 
throughout the domestic economy, the level of revenue 
from corporate taxes also tends to be higher. This would 
largely explain why the level of revenue has been higher, 
say. in the Union of South Africa than in Costa Rica, 
Ecuador or Honduras, although the size of the foreign 
trade sector in all these countries has been much the 
same, 
Similarly. imter-country differences in levels of 
revenue from direct taxes on households have largely 
reflected difference in levels of per capita income. Gen- 


erally, governments in countries where per ih in- 
comeg_are comparatively hig ier to 


raise revenue from direct taxes on income. igh her per 
capita Ta_ incomes, furthermore, are often i with 
greater monetizi economy, which is con- 
ducive to a more effective administration to tax collec- 
tion. It is Targely for these reasons that the level of 
direct taxes on households as a proportion of gross 
domestic product has tended to be relatively hish in 
such countries as Chile, Greece, Portugal, Spain and the 
Union of South Africa. However. in many cases, the 
level of revenue has also been affected by government 
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x policies. For example, in Trinidad and Tobago and 
enezuela, the low levels of revenue from household 
xes have reflected mainly the policy of the Govern- 
ents of relying on taxes levied on corporations engaged 
| petroleum production. 


In summary, it may be said that the inter-country 
ifferences in levels of government saving have been 
‘lated to the size of their investment programmes. But 
ublic investment has been limited by the sums avail- 
ble for investment outlays. Primarily because of the 
nportance of customs duties as a source of revenue in 
nder-developed countries, the levels of government 
isposable income have been much affected by the size 
nd nature of the export sector. However, the relation- 
up between government saving and export experience 
as been considerably weakened by the fairly wide 
ariations among countries in levels of government civil 
onsumption. 


Private saving 


While high or low levels of both government and 
rivate saving have tended to be associated with high 
r low levels of total net domestic saving, it has been 
rimarily the private sources of saving—which have 
ontributed to the inter-country differences in total sav- 
ag. The private sector, in other words, has generally 
een the dominant source of domestic saving. Within 
ne private sector, however, it cannot be said that either 
orporate or household saving has invariably been the 
aore important source. Nor have inter-country differ- 
nces in the level of saving in either of these two sectors 
xhibited any pronounced tendency to vary with the 
evel of total net domestic saving. 


The fact that corporate and household saving, when 
aken singly, have not shown a significant relationship 
o total domestic saving, suggests that, to some extent, 
hey have tended to offset each other. It has to be 
emembered, however, that the saving of the household 
ector is inclusive of saving of unincorporated enter- 
yrises. It thus seems probable that a principal reason 
or the apparent tendency for corporate and household 
aving to offset each other is to be found in the differ- 
nees among See eee ee 
orporate and unincorporated enterprises. On the one 
1and, as has already been noted, there are some coun- 
ries where corporate enterprises bulk large in the export 
ector; and it also seems that, in those countries where 
ndustrialization has reached a relatively advanced 
tage, the corporate type of organization has become 
ncereasingly important in the domestic economy. On 
he other hand, there are numerous countries where by 
ar the greater part of production both for export and 
or the domestic economy is undertaken by unincor- 
orated enterprises. But these enterprises, no less than 
orporate enterprises, are important sources of saving: 
ndeed, by comparison with corporate enterprises, they 
enerally have less access to financial markets and have 


to rely mainly on their own saving out of current in- 
come to obtain the finance for business expansion. Thus, 
it appears probable that the saving of unincorporated 
enterprises accounts for a large part of household saving 
in many countries. And it seems likely that, were it 
possible to separate the saving of these enterprises from 
that of private households, the saving of business con- 
cerns as a whole, whether incorporated or unincor- 
porated, would then stand out as the dominant source 
of total private saving. Further, there might well be 
much clearer evidence of a relationship between the 
level of business saving and of total net domestic saving. 


This is not to say that the differences among countries 
in the relative size of the corporate sector in the economy 
or the relative importance of unincorporated enterprises 
in the household sector have been the sole reasons ac- 
counting for different levels of corporate or household 
saving. Thus, corporate saving as a percentage of gross 
domestic product has been affected not only by the size 
of the corporate sector, but also by the dividend policies 
of corporations and the fiscal policies of governments. 


Partly because data on corporate profits remitted 
abroad are not available for most countries, the effect 
of dividend and fiscal policies on corporate saving can- 
not be gauged with any accuracy at all. Nevertheless, 
the accompanying table, though it suffers from the 
omission of profits remitted abroad in most instances, 
offers some possible indication of the role of these 
factors. Despite a rather small volume of dividends dis- 
tributed by corporations, it appears that corporate sav- 
ing in Jamaica and Trinidad and Tobago has been less 
than half of corporate income. In Puerto Rico and 
Brazil, on the other hand, both taxes and dividends have 
been moderate, with the result that a substantially larger 
proportion of corporate income has been saved. 


Uses of corporate net income, 1950-1959" 


Country Direct taxes Dividends Saving 
(percentage of corporate net income) 
[PLeraKo) INNO, pon cone nb e oe A 16 63 
Bical eee, eerie ere: 20 23 Dil 
Rhodesia and Nyasaland... 34 4.4 22 
[PROTEC 2 2 oh SRR Soc e ¢ on 20¢ 43 
Trinidad and Tobago..... 63 10 27 


Source: See table 2-1. 

8 For certain differences in time period, see table 2-1, footnote 
a, Countries are arranged in descending order of corporate sav- 
ing as a percentage of gross domestic product. 

b Including earnings remitted abroad. 

¢ Including corporate transfer payments. 


Inter-country differences in the level of household 
saving, expressed as a percentage of gross domestic 
product, must certainly also have been influenced by 
other factors besides the relative importance of unin- 
corporated enterprises in the household sector. The 
saving of unincorporated enterprises themselves, for 
example, must have been affected by government fiscal 
policies as has the saving of corporate enterprises. And 
the same would be expected to hold for the saving of 
private households. 


~ 
ne) 


Part I. SAVING FOR ECONOMIC GROWTH: ITS SOURCES AND TRENDS 


This suggests that the level of household saving as a 
whole might have been positively associated with the 
level of household disposable income. But, generally, 
household saving does not seem to have been signifi- 
cantly related to disposable income, when both are ex- 
pressed as percentages of gross domestic product (see 
table 2-10). In Honduras and Morocco, for example, 
high levels of disposable income have contributed to 
comparatively high levels of household saving. In the 
Philippines, however, where disposable income has been 
equally high, there has actually been dis-saving. Fur- 
ther, the level of household saving in Venezuela has 
been about the same as in Brazil, Colombia and Ecuador, 
despite a substantially smaller percentage of disposable 
income to gross product. 


Table 2-10. Levels of Household Saving and 
Disposable Income, 1950-1959" 


Saving as 
Disposable percentage of 
Country Saving income household 
(percentage of gross domestic disposable 
product) income 

Union of South Africa..... a (il 10 
IMoroccommeeiar tri 6 84. i 
Hondurasseeeaeeeeen ent 6 82 7 
Trinidad and Tobago...... 5 67 ( 
CONBO ten cecn ay tet ou vhytidx 4 62 it 
Rhodesia and Nyasaland... 4 67 6 
(Gostashicase eer 4 Hah 5 
Colombian eee ee 3 78 4 
Brazil ees net ro ate ae 3 75 4 
SUA ea pees 3 77 4 
JE OWEGIOR, 6 oc couaoocnosnes 3 74, 4 
WENGE... socccdouocdc% 3 55) 5 
Ceylon yan Rene 2 77 3 
Jamaica ae neni — ee I 
Ebilippines rsd: scores 7 82 — 
MEIN. ooaneonesoanbaut —3 6 —4 


Source: See table 2-1. 
®*For certain differences in time period and concepts, see 
footnotes to table 2-1. 


The lack of association between saving and disposable 
income is hardly surprising. Variations among countries 
in the relative importance of unincorporated enterprises 
might be expected, in themselves, to weaken any such 
relationship, since the saving behaviour of these enter- 
prises and of private households is determined by quite 
different considerations. But, in addition, there are 
strong reasons for expecting considerable differences 
among countries in the saving behaviour of private 
households, even though the disposable income of house- 
holds, as a percentage of gross domestic product, might 
be the same. Mention has already been made of the 
possible influence of inter-country differences in the 
level of per capita real income. And to this must be 
added the effect on levels of saving of the differences 
among countries in the distribution of income by size. 
Since higher-income groups tend to save a larger pro- 


portion of income, it would be expected that the level of 
household saving would tend to be greater in countries 
where the share of the higher-income groups in total 
income is greater. 


Direct information on distribution of income by size 
is not available for most countries. The data on the 
distribution of income by source, which is shown in table 
2-11, do, however, offer some possible evidence of the 
effect of this factor, since there is usually some associa- 
tion between the distribution of income by size and the 
proportion of total income derived from property and 
entrepreneurship. The table is suggestive of a possible 
relationship. In Venezuela and Panama, for example, 
in contrast to the Congo and Honduras, the smaller 
share of income from property and entrepreneurship 
may have to some extent accounted for the lower level 
of household saving. 


Table 2-11. Composition of Household Income, 
1950-1959" 


(Percentage) 


Income from 
Compensation property and Government 


Country» a) entrepreneur- transfers 
employees ship 
Trinidad and Tobago...... 58 41 ] 
COBBO;.. ccs va = clap nels o7 42 1 
Hondurise ea 2 ee 48 52 -- 
Rhodesia and Nyasaland... 58 41 1 
Venezuela: of. vas... couuwe 73 26 1 
Gostashican. 30, 7 ee ecm 63 31 —] 
Colombias \s asscen Ga ate 38 61 1 
Brazile se oo oe as ee eee fe 48 5 
DUE aor mmares a mmtan 64 32 4 
Reuidor.2 co ei ka ee 53 45 1 
Ceyion in. ac eee es OCS 46 2 
Jarnpice A) ac) ke eens 62 38 —- 
Philippines... 5c. «009 as<an ae 56 1 
Parrarit eo ne soe eee 72 29 —| 


Source: See table 2-1. 


®For certain differences in time period and concepts, see 
footnotes to table 2-1. 


> Countries are reblags in descending order of household 
saving as a percentage of disposable income. 


However, the data do not allow any firm conclusion, 
no doubt partly because the income of property and 
entrepreneurship does not refer to the income of private 
households only but is inclusive of the income of un- 
incorporated enterprises. Some more direct information 
on size distribution of income is available for the Congo, 
Morocco and Rhodesia and Nyasaland; and this sug- 
gests that the large inequalities in the distribution of 
income in these countries have been a significant force 
behind the relatively high levels of household, and 
therefore of domestic, saving.’ 


® See United Nations, Economic Survey of Africa Since 1950 
(Sales No.: 59.11.K.1), pages 87 and 88. 
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It is also pertinent to note in this context that the 
listribution of income by size is not an unchanging 
‘henomenon. Particularly in an inflationary situation 
vhen the upward movements in prices of goods and 
ervices and of the various factors of production may 
»e divergent, the distribution of income may change 
\ppreciably, thus affecting the level of household sav- 
ng. Rising prices commonly result in a relative shift 
\f income from wage and salary earners, whose ability 
9 save is generally small, to the recipients of profits 
vho usually save more. Unless there are counteracting 
orces, such a shift is likely to result in higher levels 
if private saving. On the other hand, if the advance 
m prices is sustained for a long period, the process of 
sdjustment in wages and salaries to rising prices may 
»e accelerated. And in such an inflationary environ- 
nent, since the spiral of rising prices and wages often 
ends to generate pessimism with regard to the pur- 
ihasing power of money, saving levels may even decline. 
Although the limitations of data do not permit precise 
reneralizations, the behaviour of institutional saving, 
vhile representing only one component of private sav- 


Trends in 


While much can be learned by analysing the dif- 
erences in saving levels of individual countries for 
950-1959 as a whole, it is also instructive to examine 
ne changes in the saving experience of countries over 
me. For the process by which saving levels are raised 
s at the heart of the problem of increasing capital 
ormation and accelerating the pace of economic growth. 
‘he experience over the nineteen fifties is perhaps too 
rief to permit firm conclusions regarding the long-run 
rocess of change, but it may well throw some light on 
ae factors which enable poor countries to move from 
elatively low to sustained higher levels of saving. 


Between 1950-1952 and 1957-1959, only two out of 
very five countries increased their totat met saving by 
per cent or more of gross product, although in afew 
ountries, such as Burma, Jamaica and Malta, the in- 
reases have been very large. In the remaining coun- 
ries, as-is shown in table 2-12, the levels of total saving 
ave generally shown no significant change; exceptions 
re the Congo, Indonesia, Morocco and the Union of 
outh Africa, where they have declined sharply. The 
ountries with relativ ly high average levels of saving 
ave not necessarily ven those which experienced large 
acreases in these levels. For example, while in such 
igh-saving co‘\ntries as Rhodesia and Nyasaland, 
falta, Jamaica and Burma, total saving has increased 


11 In contrast to the treatment of industrial countries in chap- 
sr 1, where the 1950-1959 decade has been divided into halves 
or the analysis of changes over time, trends in the under- 
eveloped countries are analysed in terminal periods of 1950- 
952 and 1957-1959, since this procedure brings out the changes 
1 levels more clearly for this group of countries. 


ing, supports the impression that sustained and rapid 
inflation may have inhibited saving. The accumulation 
of saving deposits and life insurance premiums has 
been adversely affected in Argentina, Chile and Israel, 
for example, where continuous increases in cost of living 
may have diminished the desire to save.1° 


To sum up, the tendency for corporate and private 
saving to offset each other has probably reflected in- 
stitutional differences among countries. Relatively high 
levels of corporate saving have largely occurred in 
countries where corporate enterprises dominate the ex- 
port sector, though differences among countries in cor- 
porate dividend policy and government fiscal policy 
have also affected saving. The role of unincorporated 


enterprises has probably been of major importance in 
determining the level of household saving, but other 
factors, notably the distribution of income, have also 


been significant. 


10 These conclusions are based on institutional savings data 
from International Monetary Fund, International Financial Sta- 
tistics, and from national sources. 


saving 


substantially, in the Congo and the Union of South 
Africa, it has declined significantly. On the other hand, 
in the low-saving countries, the tendency has been more 
general for total saving to increase. 


Although the trends in total saving have shown no 
systematic relationship with their average levels, the 
changes over time, considered by themselves, have ex- 
hibited several significant patterns. Foreign saving, as 
can be seen from table 2-13, has been a factor of great 
importance in accounting for changes in the total supply 
of net saving. There has been a pronounced tendency 
for the under-developed countries to become—increas- 
ingly dependent upon foreign saving. hr over one-third 
of the countries, increases in foreign saving have 
amounted to 2 to 3 per cent of gross product. Indeed, 
in one-fourth of the countries, such increases have been 
even larger; in some cases they have been as high as 
9 or 10 per cent. In countries where the level of total 
saving has increased, the increase in foreign saving has 
invariably been an important contributing factor; and 
where it has fallen, this has been generally due to a 
decline in domestic saving which has not been com- 
pletely offset by foreign saving. 


The most striking development over the period, how- 
countries to raise the level of domestic saving. In more 
than Two-thirds of the countries listed in table 2-13, the 
level of domestic saving has either declined or has barely 


changed; moreover, where it has declined, the mag- 
nitude has often been quite considerable. 


The divergent trends in domestic saving cannot be 
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Table 2-12. Foreign and Do 


mestic Saving: Levels in 1950-1959 and Changes in Levels 
from 1950- 1952 to 1957-1959" 


(Percentage of gross domestic product) 


Total net saving 


Foreign saving Domestic saving 


Country EO ne ial Chane joni Change 
EG eR a ae eal 
Rhodesia and Nyasaland. .... wes 3 ° i 16 ee 
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Mie oe en 18 8 3 6 E 2 
Trinidad and Tobago........ 16 = 6 = 
famalcaeeee ee eee 15 10 ; # , = 
Union of South Africa....... 15) —4 q : i iy 
GostagRicaree a. aros eee ae 15 — i ; ay = 
IPaen® INNO, pop oboneooosbe 14 1 i a af 
Burniameynpeeer i ie ec oe: 13 7 —| 
(Gree cen aa han ene i. A 8 2 : - 
China (Taiwan) aor oe ne = = ‘ = 
Brazil. Ee en Ae ean il 1 — : ie is 
Portugal ameqmraceterml on cee ee Kl —] Z 2 : = 
Spain. ee ee oe oe eee 10 = 2 1 
MOTO CCOM ASR aaron 10 —14 a wi s z 
LHOACHITFAG,. 6 64 ooo coveonn coe 10 —! 2 2 : oa 
AS CCNUUA fe ccore de ote, eins 10 = —2 == 3 = 
HIEK Cyeagn reed teak ers eke a 10 3 2 ~- 8 : 
[GIR OOIE, Jo ao 60.00 baad oc 9 1 2 8 2 
Colombiana eer 9 —] — - 1 y = 
Gevlontr deems. emesis anne: 9 =? — ° 9 e 
Korea (Republic of)......... 8 1 2 2 fai = 
nn cliaeeere tts weenie haere 8 5 1 3 i ss 
DaTATI A eee dees ene ome eae ae 6 4 6 2 —] 2 
Ebilippinegemn asc) omieuc4 aie. 4 2 2 ] 2 1 
IinndOmesic ae ier eae 3 —5 ] —] Z =F 
Chiles ae ee Re ene: 3 4 2 2 ] Pu 


Source: See table 2-1. 


@ For certain differences in time period and concepts, see footnotes to table 2-1 


explained by changes in any single component. The 
level of government saving has shown moderately de- 
clining or stable trends in most countries; but in coun- 
tries where substantial declines in domestic saving have 
occurred, government saving has usually been an im- 
portant contributing factor. The trends in the saving 
of the private sector as a whole have diverged more 
widely than those in government saving, and have also 
shown a closer relationship with enahcee in domestic 
saving. In countries where the level of damettic saving 
has risen, this has generally been accompanied by an 
increase in the level of private saving, and conversely. 
Asa broad rule, the pattern of shangest in the household 
and corporate components of private saving has been 
less clear-cut than in the case of total private saving. 
Only in a few instances have both components of private 
saving contributed to the over-all trend in the levels of 
private saving. In many countries, in fact, levels of 
corporate and ihewenole saving have moved in opposite 
directions. 


CHANGES IN THE MAJOR COMPONENTS OF SAVING 


Although increases in the flow of foreign saving have 


generally been dominant in raising or sustaining the 
total supply of saving in the under-developed countries, 
they have not been uniquely related to any single cause. 
A number of factors. sometimes domestic, but more 
often foreign in origin, have been responsible for the 
increases. 

In most under-developed countries, the igcreased de- 


pendence ¢ on SA ee to the 
rising tempo yo of investment . The higher levels 


of investment could, of course, ae taken plas with- 
out additional reliance on foreign saving if domestic 
resources had been diverted from current consumption. 
But, except in a few countries, notably Ecuador, India 
and Panama, consumption has actually absorbed a 
larger share of gro&sproduct. While private consump- 
tion has risen in several countries, the more striking 
phenomenon has been the wide-spread increase in the 
level of government consumption. Increages in foreign 
saving have therefore been needed to finance not only 
higher Tevels of capital formation but>in-many cases, 
greater Consumption as welf}——\—__ 


The ificreases in foreign saving which most countries 
have experienced are the counterpart of the trends in 
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Table 2-13. 


Change in Level of Saving, by Sector, 1950-1952 to 1957-1959" 


(Percentage of gross domestic product) 


eee 


Total ; : : 
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Source: See table 2-1. 


® For certain differences in time period and concepts, see footnotes to table 2-1. 
» Public corporations included in government sector. 


‘ir balances of payments on current account. In these 
intries, foreign balances deteriorated during 1950- 
39, partly as a result of a larger expansion in the 
lume of imports relative to exports but mainly be- 
ise of declines in the terms of trade. 


Given the diversity of market conditions confronting 
der-developed countries, it is not surprising that there 
ve been substantial variations in the extent of the 
erioration. in the terms of trade. In part, these varia- 
ns have reflected differences in the changes in world 
nand and supply of the commodities exported by 
se countries. In recent years, world demand for some 
mary commodities relative to supply has lagged con- 
erably behind that for others; the volume of world 
yorts of petroleum, for example, expanded by 46 per 
it between 1950-1952 and 1957-1959, while the vol- 
e of food and raw materials exports rose by 37 per 
it. The disparate rates of growth in world demand 
re been reflected in considerable changes in the rela- 
» prices of various primary commodities. As may be 
n from the table below, in relation to world export 
ces of manufactures, the price of fuels has remained 
ctically unchanged, while that of textile fibres has 
lined by two-fifths. In turn, the changes in relative 
ort prices have been associated with wide variations 


in the terms of trade; whereas the terms of trade of 
petroleum-exporting countries have improved or shown 
no deterioration, those for most under-developed coun- 
tries have declined. 


Ratio of prices of primary commodities to manufactured 
goods in world trade 


Index, 1957-1959 


Commodity (1950-1952 = 100) 
| WEL OTA eo tr COL RT OER CERT ro a onic S 100 
Metalliones.s eerie a cane rite con Reems cee 92 
BeveragecrOpe sin cinco carga wiaas wnoRtnats 89 
INonterrousimectalsmn mie cincinnati erarcnias 86 
Fats ollssand-ollsseedsy aerate gn terrock aneurin 80 
Cereals etre cma ct wren oe ae yae 76 
TAXhilesbirester mon eee ain ator Seaton anaes 60 


Source: United Nations, Monthly Bulletin of Statistics, Septem- 
ber 1960. 


Increases in foreign saving must, of course, be 
matched by identical changes in the total of short-term 
and long-term capital inflows and foreign exchange re- 
serve movements. Over the nineteen fifties as a whole, 
changes in the flow of short-term funds have been of 
comparatively little importance, since over a long period 
increases usually tend to be offset by declines. But these 
funds have figured prominently in the two terminal peri- 
ods taken separately. In Rhodesia and Nyasaland, for ex- 
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els of Foreign Saving and its Principal Components, 
1950-1952 to 1957-1959" 


(Percentage of gross domestic product) 


Net flow of long-term funds® 


Table 2-14. Changes in Lev 


Imports of Exports of ie | O ficial 
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Source: See table 2-4. 

@ For certain differences in time period and con- 
cepts, see footnotes to tables 2-1 and 2-4. 

> Countries are arranged in descending order of 
the increase in the level of foreign saving. 


ample, there was a large inflow of short-term private 
capital in 1957-1959, as against an ou!flow during the 
earlier period. On the other hand, in Burma, Ceylon, 
the Congo, Honduras and the Philippines, substantial 
additions were made to official reserves in the earlier 
years of the decade, but these were drawn down during 
1957-1959 when large-scale deficits in the balance of 
payments were encountered. 


In several countries, however, the increased inflow 
of foreign funds has not come about in passive response 
to changes in trade but has taken the form of long-term 
loans and grants for specified investment programmes. 
These long-term loans and grants, as can be seen. from 
table 2-14, have made possible increases in the import 
surplus of Puerto Rico, Venezuela, Panama and the 
Republic of Korea, for example. Developments in both 
the recipient and the contributing countries have been 
a significant influence in bringing about a larger flow 
of long-term capital in 1957-1959. In order to achieve 
a higher rate of economic progress and higher consu mp- 
tion standards, governments in the under-developed 
countries have sought to define their developmental ob- 
jectives more sharply and to strengthen administrative 


¢ A positive change in foreign saving denotes a 
greater increase, or a smaller decline, in imports of 
goods and services relative to exports. A positive 
change in long-term funds denotes an increase in 
the net inflow. 


machinery for their attainment.’? This has affected the 
outlook of both private investors and governments in 
the capital exporting countries. Private investors in 
North America, western Europe and Japan have begun 
to show greater interest in the under-developed countries 
as outlets for their funds. On their part, governments in 
the capital exporting countries have formulated meas- 
ures to facilitate the flow of such private capital as well 
as to provide directly a larger supply of funds both 
bilaterally and through the international organizations. 
The Soviet Union and a number of other centrally 
planned countries have also stepped up their aid to the 
under-developed economies. As a result, the net annual 
flow of recorded long-term private capital and public 
funds to the twenty-four under-developed countries in- 
cluded in table 2-14 rose by over three-fourths between 
1950-1952 and 1957-1959,18 


12 See United Nations, World Economic Survey, 1959, pages 
80 to 83. 

Since this estimate is based on the balance of payments 
accounts of a limited number of recipient countries, it provides 
only a partial indication of the increase in the net flow of inter- 
national private capital and public funds to the under-developed 
countries. More comprehensive data from the contributing 
countries indicate that the increase has been substantially larger. 
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However, despite the substantial increase in the net 
flow of long-term private capital, there has been no de- 
cline in the pronounced tendency for such funds to be 
concentrated in relatively few countries. By and large, 
countries receiving large flows of private capital have 
continued to be those producing export commodities in 
vigorous demand abroad, or those which have not only 
reached a higher stage of development but have also 
developed a large domestic market. Thus, as is shown 
in the accompanying table, while the small inflow of 
earlier years into countries with per capita incomes of 
less than 100 dollars has given way to an outflow, six 
countries with per capita incomes of more than 300 
dollars have received over three-fifths of the expansion 
in the flow of long-term private capital. 


Percentage distribution of the increase in foreign funds 
received by under-developed countries, 1950-1952 
to 1957-1959° 


Increase between 
1950-1952 and 1957- 
1959 in the net annual 


flow of: 
Number > 
Income group» of Official 
countries Private grants 
long-term and 
capital long-term 
capital 
Countries with per capita 
national income of: 
. Less than 100 dollars..... 5 —6 29 
II. 100 to 199 dollars........ 9 36 40 
III. 200 to 299 dollars........ 4 ) 10 
IV. 300 dollars or more...... 6 61 20 
TOTAL, UNDER-DEVELOPED 
COUNTRIES 24 100 100 


Source: See table 2-4. 

* For certain differences in time period and concepts, see foot- 
notes to tables 2-1 and 2-4. 

> Group I: Burma, China (Taiwan), Congo, India and Indonesia; 
Group II: Brazil, Ceylon, Colombia, Ecuador, Honduras, Morocco, 
Philippines, Republic of Korea and Rhodesia and Nyasaland; 
Group III: Costa Rica, Greece, Panama and Turkey; Group IV: 
Argentina, Chile, Puerto Rico, Spain, Union of South Africa 
and Venezuela. . 


The generalization that extractive industries and the 
size of the domestic market have continued to exert a 
strong influence on the flow of international private 
capital does not imply, of course, that other factors 
have been of no consequence. In some cases it is not 
unlikely that political factors have been a significant 
influence. Political considerations have at times been of 
some importance where changes in forms of government 
have generated uncertainty in the minds of investors 
with regard to official policies relating to foreign in- 
vestment. The absence of favourable institutional ar- 
rangements in some recipient countries has been another 
deterrent.** 


14In recent years, however, a number of governments in 
under-developed countries have sought to provide guarantees 
against nationalization and to ensure remittance of profits and 
the repatriation of capital. Many countries have offered such 
incentives as accelerated depreciation and reductions in taxes 
on profits. But the fact that in many countries the enactment of 
these and other measures has not resulted in any significant 
increase in the inflow of foreign private capital reinforces the 
importance of the economic forces discussed above. 


Given the high degree of concentration of private 
capital flows, it is particularly significant that the bulk 
of the increase in official grants and long-term loans has 
been received by the lower-income countries. It is evi- 
dent from the preceding table that over two-thirds of 
the increase in such public flows has gone to countries 
with per capita incomes of less than 200 dollars. As a 
result, the beneficial role of public funds in offsetting 
the marked concentration of private capital flows, which 
was already evident in the earlier years of the nineteen 
fifties, has become even more pronounced in recent 
years. Without this foreign aid, many development 
projects in such countries as Burma, Ceylon and India, 
which have received virtually no part of the increased 
total flow of private capital, might have been slower in 
reaching completion, 


Impressive and encouraging as the increased avail- 
ability of foreign saving is in many respects, it has also 
served to emphasize that a majority of under-developed 
countries have not been able to achieve appreciable 
expansions in the level of domestic saving to match 
the desired growth of investment. 


While most governments have played an increasingly 
active role in the nineteen fifties in accelerating the 
pace of economic development, their own contribution 
in the form of an augmented supply of government sav- 
ing has generally been very limited. It will be seen from 
table 2-15 that in only three out of twenty-two countries, 
namely, Ecuador, Jamaica and Trinidad and Tobago, 
did government saving increase by 2 per cent or more 
of gross domestic product between 1950-1952 and 1957- 
1959; and in another five countries the increase 
amounted to only one per cent. In the remaining coun- 
tries, the level of government saving either remained 
roughly stable or even declined. The declines were sub- 
stantial in Ceylon, Burma and the Congo. 


A major influence in shaping the changes in the level 
of government saving has been government consump- 
tion. Among the countries where government saving 
has risen significantly, government consumption has 
either fallen or has not increased in relation to gross 
domestic product. In contrast, among the countries 
where government saving has fallen, the level of govern- 
ment consumption has generally increased sizably. In 
Burma, Ceylon and the Congo, for example, the increase 
in government consumption has ranged from 5 to 7 per 
cent of gross product. Since the levels of government 
disposable income have risen in both groups of countries 
in broadly similar proportions, it follows that the in- 
creases in consumption have been the principal deterrent 
to increases in government saving. 


In general, the rising tempo of government consump- 
tion has been inherent in the process of economic and 
social change. Rapid increases in population in the 
under-developed countries during the nineteen fifties 
have been a major contributing factor. The expanding 
populations have demanded a larger volume and range 
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ing, Consumption and 
Changes in Levels of General Government Saving, 
cDiehonble Income, 1950-1952 to 1957-1959 


(Percentage of gross domestic product) 


Table 2-15. 
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Net Consump- Disposable 
income 


Country saving tion 
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Total Household Corporate 
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Source: See table 2-1. 

® For certain differences in time period and con- 
cepts, see footnotes to table 2-1]. Components of 
government disposable income other than taxes 
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are omitted as the changes in the ratio of these 
items to gross domestic product were generally not 


significant. 


» Including public corporate saving. 


» 
of services from governments; this has been further transfer of responsibility for national security to na- 
tional governments. In addition, increased concern 


accentuated by the growth in urbanization, since public 


services generally tend to be greater in the cities than 
in the rural areas. Particularly prominent in the wider 
range of social services has been the provision of-facili- 
ties for education. Increases in expenditures have come 
about not only to improve literacy but also to enlarge 


the supply of*trained personnel required for-mchievine 


investment goals. 


Furthermore, with the wide-spread adoption of plans 
or programmes of economic development, governments 
have undertaken greater responsibilities in providing 
essential economic and other services; as a result of 
these enlarged functions, government administrative 
activities have also expanded rapidly in most under- 
developed countries. The rise in investment outlays of 
the public sector has itself required corresponding in- 
creases in government consumption expenditure. 


In addition to the rise in government spending on 
general administration, which has been common during 
this period, defence requirements also have made neces- 
sary significant expansions in government current ex- 
penditure in many under-developed countries. This 
tendency has been particularly strong in the newly 
independent Asian and African countries, following the 


about national security has prompted higher defence 


spending in a number ot 


_-———____. 
Of course, government disposable income has also 


generally eS between 1950-1952 and 1957-1959. 
This has partly reflected the efforts of governments to 


~raise the levels of income to finance their expanded pro- 


grammes of investment. But in many countries such 
increases have been barely sufficient to meet the in- 
creased consumption. In some cases, they have failed 
even to match the rising levels of consumption. with 
the result that the level of government saving has fallen. 
Among these countries are Burma and Ceylon, where 
the decline in government saving has in fact compelled 


the governments to curtail their investment programmes. 


But the magnitude of the increase in government dis- 
posable income has not been markedly different among 
countries. This has largely been attributable to the 
broad similarities in the economic structure and the 
tax systems in the under-developed countries. It is strik- 
ing that, in spite of the rapid expansion of income in 
most countries, revenue from direct taxes on households 
has tended to rise only slightly in relation to total out- 
put. This may have partly reflected the fact that, in 
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general, tax systems in the under-developed countries 
have not been sufhiciently progressive and, further, that 
comprehensive upward revisions in tax structures have 
not been made during the period under review. In fact, 
it appears that increases in revenue have often been 


largely the result of an improvement in tax collection 
and of the rapid expansion of the monetized sector, 


Furthermore, the trends in government revenue from 
corporate taxes and customs duties have been greatly 
affected by divergent changes in foreign trade among 
countries. The influence of export trends on revenue 
from corporate taxes has been evident in many cases 
where export corporations are predominant in the cor- 
porate sector. Such revenue has increased substantially 
in Jamaica and Venezuela, for whose exports world de- 
mand has been buoyant. In the majority of countries, 
however, the increases in revenue from corporate taxes 
have been no more than proportion o the increases 
in total output. Often sluggish trends in exports have 
been a significant contributing factor. In Rhodesia and 
Nyasaland, a sharp decline in corporate net income has 
reduced revenue in the absence of a general increase in 
the tax rate. 


Although in some countries the levels of government 
revenue from customs duties have increased signifi- 
cantly, in many others there has been no significant 
upward trend. In a ee eee 
were wide-spread increases in prices of primary com- 
See laa’ 
ments successfully siphoned off the expanded-purchas- 
ing power in the tands-efthe public through-export 
duts ipte exchange s: latter part 
of the decade when commodity markets generally weak- 
ened, revenue from these sources often tapered off. 
Revenue from import duties, too, has fallen in a num- 
ber of countries, partly because governments have often 
sought to reorient their import structure in favour of 
capital goods and other essential articles on which duties 
are usually small. 


In order to offset the declines in revenue from cus- 
toms duties, governments have sought to raise the level 
and range of indirect taxes on products sold in the 
domestic market. In numerous instances, excise and 
sales taxes have been levied on an expanded range of 
consumption goods. In many countries, rising levels of 
private consumption have also contributed to taxes. And, 
in some countries, such as Ceylon and India, the search 
for additional revenue has taken the form of new taxes, 
such as those imposed on expenditure, gifts and wealth. 


To an even greater degree than in the case of gov- 
ernment saving, the level of private saving has declined 
in most countries. In many instances changes in private 
saving have played an important role in shaping the 
trends in total domestic saving. Among the countries 
which have experienced considerable declines in domes- 
tic saving, the trends in private saving have generally 
been a major causal factor. Correspondingly, there 


have also been cases where increases in domestic saving 
have been entirely due to rising trends in private sav- 
ing. Within the private sector, however, there has been 
no consistent pattern of change in corporate and house- 
hold saving among countries. For example, as is shown 
in table 2-13, while the decline in the level of private 
saving has been substantial in both Rhodesia and Nyasa- 
land and Venezuela, it has reflected a decline in cor- 
porate saving in the former but in household saving in 
the latter. The importance of the export experience of 
individual countries in accounting for their differing 
trends in corporate saving is again clearly revealed in 
chart 2-5. In Ceylon, the Congo, and Rhodesia and 
Nyasaland, for example, large declines in the level of 
exports have been mainly responsible for the unfavour- 
able trends in corporate saving.!® In contrast, increases 
in corporate saving in Jamaica, Puerto Rico and Vene- 
zuela have been related to the buoyant world demand 
for their exports.!° 


Household saving in relation both to gross domestic 
product and to disposable income has fallen signifi- 


Chart 2-5. Relationship between Changes in Levels 
of Corporate Saving and Exports, 1950-1952 to 
1957-1959" 


(Percentage of gross domestic product) 


Change in level of corporate saving 
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- Change in level of exports 
Source: See table 2-1. 
*For certain differences in time period and concepts, see 
footnotes to table 2-1. For abbreviations, see chart 2-1. 


19 The exceptionally large decline in the level of corporate 
saving of the Congo, shown in chart 2-5, resulted in part from 
a substantial increase in corporate earnings remitted abroad. 

16 The differing trends in corporate saving among countries 
have also been affected by changes in government tax measures 
and in corporate policies relating to distribution of dividends, 
including earnings remitted abroad. However, owing to the lack 
of data in most countries, no generalization can be made con- 
cerning the experience of the entire group of countries under 


review. 
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Table 2-16. Changes in Levels of Household 


Saving, Household Disposable Income 


and Compensation of Employees, 1950-1952 to 1957-1959" 


Household saving 


Rate of growth 
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Source: See table 2-1. 


® For certain differences in time period and con- 
cepts, see footnotes to table 2-1. 


cantly in most countries during this period; in Trinidad 
and Tobago and Venezuela, the decline has been espe- 
cially large.17 Of the countries shown in table 2-16, 
increases in the level of household saving have taken 
place only in Jamaica, Costa Rica and Rhodesia and 
Nyasaland. While it seems clear that in these cases in- 
creases in real income have been an important contrib- 
uting factor, the differences in the growth of incomes 
cannot account for the changes in household saving. Al- 
though incomes have shown similar increases in other 
countries, their levels of saving have actually fallen. 


Many factors have contributed to this experience. 
Shifts in the distribution of income have been a domi- 
nant factor in accounting for the changes in levels of 
saving during the period, As is shown in table 2-16, 
there has been in most countries a tendency for the 
share of compensation of employees to rise relatively 


17 The proportion of disposable income to gross domestie 
product has generally fallen moderately, although in a few in- 
stances, such as in Jamaica and Colombia, the decline has been 
large. Sharp increases in the proportion have occurred in a few 
cases, such as in the Congo and Rhodesia and Nyasaland. In 
these countries, changes in corporate saving have been the main 
factor contributing to the changes in the ratio of income to 
product. 


+’ Compound rate, based on data in constant 


prices. ; 
¢ Household income refers to personal income 
before taxes; it includes government transfers. 


to that of incomes from entrepreneurship and property 
in household income.** This has been partly the result 
of increases in the number of wage earners, accom- 
panied often by increases in wage rates. In many in- 
stances, this change has to some extent reflected reduc- 
tions in the share of unincorporated enterprise income 
caused by an unfavourable export experience. Since 
wage earners generally tend to consume a larger propor- 
tion of income than recipients of entrepreneurial and 
property incomes, it is not surprising that declines in 
levels of saving have taken_place. 


The declining trend in household saving has ‘siso 
been influenced by the continued rapid urbanization in 
most-countries. In fact, the enlargement of the wage- 
earner sector has been associated with a substantial 
movement of rural population to urban areas in seatch 
of employment and higher incomes. Growing urbaniza- 


tion has required additional expenditure in order to 
establish homes in the cities; also, material standards 
of living tend to be imitated and it is not unlikely that 
such imitation has induced higher levels of consumption. 


ce pea 

18 The changes in transfers from the government to the house- 
hold sector during the period do not affect these conclusions 
since they have generally been very small. 


The supply of finance 


Saving derives its importance from the fact that its 
level at prevailing prices determines the volume of re- 
sources available to realize investment. It is always 


possible, however, that though the community may be 
willing to release resources from consumption for in- 
vestment, the particular entities which may wish to un- 
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Table 2-17. Level of Investment and Excess of Saving over Investment, by Sector, 1950-1952 and 1957-1959* 
(Percentage of gross domestic product) 
ee 


Net investment 


a 
Excess of saving over investment 


Country» Government Private Government Private F 
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Source: See table 2-1. 
"For certain differences in time period and concepts, see 
footnotes to table 2-1. 


dertake investment may lack the financial funds to 
purchase the necessary resources. In most under-devel- 
oped countries, there are vast differences in the ease 
with which investors can secure financial funds. An 
often-quoted example is the financial weakness of the 


this contrasts sharply wi és e in- 
dustrial organization or of government. Such differ- 
eereven whew they-ao tot limit the level of | total 


investment, may well depress investment unduly in 
some fields of production. 


The problem of securing the financial resources to 
undertake investment activity has not been confined in 
the under-developed countries to the private sectors of 
the economy. As noted earlier, a striking characteristic 
of the post-war growth of investment in the under- 
developed countries has been the rapid increase in in- 
vestment by governments. Since, however, the level of 
government saving in relation to gross domestic product 
has generally been falling, the financing of government 
investment has increasingly required the transfer of 
resources from other sectors of the economy. While in 
the early nineteen fifties the government sector in the 
majority of countries listed in table 2-17 experienced 
either an excess of saving over investment or an approxi- 


> Countries are arranged in descending order of the increase 
in total net investment as a percentage of gross domestic product 


from 1950-1952 to 1957-1959. 


mate balance, by the end of the decade it was generally 
faced with a deficiency of saving. 


The importance of the declining trend of govern- 
ment saving in contributing to the increasing gap be- 
tween saving and investment can be seen in table 2-18. 
The countries in the table are listed in descending order 
of the increase in government net investment from 
1950-1952 to 1957-1959; and it can be seen that the 
magnitude of the increase in the gap between saving 
and investment was, on the whole, not related to dif- 
ferent rates of change in investment. In fact, among 
the countries in the lower half of the table, government 
investment generally remained stable or fell, but the 
gap between saving and investment generally increased. 
Only in a few countries have increases in government 
investment been more than offset by the greater in- 
crease in government saving. This was the case in 
Ecuador, Panama and the Philippines, where an ex- 
cess of saving over investment was experienced in 


1957-1959. 


Part of the widening gap between government saving 
and investment has been financed by a larger inflow 
of foreign official loans and grants. The importance of 
these flows in many countries is also shown in table 
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Table 2-18. Change in Excess of Saving over Invest- 
ment in Government Sector and in Net Inflow of 
Foreign Official Grants and Long-term Loans, 
1950-1952 to 1957-1959" 


(Percentage of gross domestic product) 


ee ee 
Net inflow of foreign 


Country» Excess of saving official grants and 
4 over investment long-term loans¢ 
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Source: See table 2-4. 

“For certain differences in time period and concepts, see 
footnotes to tables 2-1 and 2-4. 

> Countries are arranged in descending order of the increase 
in government net investment as a percentage of gross domestic 
product. 

¢ A positive change denotes an increase in inflow. 


2-18, although the comparison provides only a rough 
indication of orders of magnitude.’® 


But, as implied in table 2-18, domestic borrowing has 
also been an important source of governr-ent finance in 
most countries. The available data do not permit com- 
prehensive statistical analysis of the sources of domestic 
funds, but the most important appears to have been 
credit expansion. However, in a few countries where 
governments have borrowed significant amounts of 
domestic funds other than from the banking system, the 
loans have been made principally by insurance com- 
panies, pension funds and various savings institutions. 
In Ceylon, Colombia, Ecuador and India, for example, 
these institutions are required by government regula- 
tion to maintain a certain portion of their portfolio in 
government securities. Generally, the scarcity of non- 
business private saving and the rudimentary nature of 


19 This is because the net inflow of foreign official funds as 
finance for the government sector involves two important errors. 
First, some part of the funds, generally a relatively small pro- 
portion, has been used for financing investment in public cor- 
porations rather than in the general government sector proper; 
and in the present chapter investment by public corporations 
has been combined with investment of private corporations 
because of the lack of separate data. Secondly, foreign official 
funds may have been used for meeting government current con- 
sumption expenditure, as in the case of the Republic of Korea. 


capital markets in most under-developed countries have 
militated against other types of domestic borrowing. In 
India, in particular, direct borrowing from the private 
sector has played a significant role. According to the 
estimates for the second five-year plan, the contribution 
of government saving to the finance of government 
investment, excluding government enterprises, was €Xx- 
pected to fall from the 38 per cent level achieved under 
the first five-year plan to 13 per cent. While borrow- 
ing from the banking system was expected to increase 
from 23 to 33 per cent, drafts on private saving were 
to increase from 26 to 29 per cent and the use of foreign 
funds from 13 to 25 per cent. It is interesting that the 
third five-year plan appears to rely less on credit creation 
as a source of finance since it is proposed to cut borrow- 
ing from the banking system to about 10 per cent of 
government investment. 


In most under-developed countries, however, saving 
in the private sector as a whole has fallen short of private 
investment. Rather than having an excess of saving 
over investment which could be utilized to finance part 
of government investment, the private sector has gen- 
erally recorded a deficiency in saving. Moreover, in 
contrast to the government sector, the deficiency in pri- 
vate saving was generally no less evident at the begin- 
ning of the decade than at the end; in fact, in a number 
of countries, the deficiency was as large as 5 per cent of 
gross domestic product in 1950-1952. 


The wide-spread tendency for the deficiency in pri- 
vate saving to increase can be seen from table 2-19. And 
it is notable that the tendency has by no means been con- 
fined to countries in which the level of private invest- 
ment has increased. In some countries, such as Ceylon, 
Portugal, Venezuela and the Congo, a decline in the 
level of investment has been associated with an even 
larger decline in the level of saving. 


Only in a few countries has the increased deficiency 
of saving been appreciably offset by an inflow of private 
foreign Tong-term capital. Although they can give only 
an‘ impression of orders of magnitude, the data shown 
in table 2-19 reveal this clearly enough. As has been 
noted earlier, there has been a marked concentration of 
private capital flows in favour of countries with buoyant 
exports and countries with relatively high levels of per 
capita income. 


Among the various branches of production within the 
private sector, there has been great diversity of exper- 
ience with regard to the ease with which finance for 
investment could be secured. This has been true both 
among industries and as between the two broad sectors 
of industry and agriculture. 


So far as industrial finance is concerned, there is little 
doubt that those branches of production which have been 
especially attractive to private foreign investors have 
encountered the least difficulty in obtaining resources. 
But the finance of investment in other new and growing 


Table 2-19. Change in Excess of Saving over Invest- 
ment in Private Sector and in Net Inflow of For- 
eign Private Capital, 1950-1952 to 1957-1959" 


(Percentage of gross domestic product) 
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Source: See table 2-4. 

*For certain differences in time period and concepts, see 
footnotes to tables 2-1 and 2-4. 

> Countries are arranged in descending order of the increase 
in the ratio of private net investment as a percentage of gross 
domestic product. 

¢ A positive change denotes an increase in inflow of private 
capital. 


domestic industries has posed special problems. The 
rapid growth of old firms and the establishment of new 
ones have placed an increasing burden on traditional 
arrangements for providing outside finance and these 
have proven increasingly inadequate. Traditionally, the 
main component of external finance has been provided 
by the unorganized, rather than the organized, parts of 
the capital market. Apart from the high interest rates 
that prevail in most unorganized capital markets, the 
practice of lending and borrowing through personal 
acquaintances greatly restricts flexibility in the supply 
of investment finance. Recognizing this, practically all 
under-developed countries have been making serious 
efforts fo enlarge and improve organized capital markets, 
both by broadening the market for securities and by 
establishing new lending institutions to encourage pri- 
vate investment in industry. For example, in the early 
post-war period, Mexico established a national securi- 
ties commission for the purpose of facilitating the 
growth of the securities market. Another development, 
which has been intended to foster the growth of securi- 
ties markets and has become increasingly important in 
a number of under-developed countries, has been the 
formation of investment trusts, as in Brazil, Colombia, 
Mexico and the Philippines. In a few countries, notably 
in India, governments have exercised control over new 
capital issues to ensure the channelling of private funds 
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into investment in branches of production that have 
been accorded priority. 


The growth of organized securities markets has so far 
been limited, however, and in most under-developed 
countries they are non-existent. Commercial banks have 
thus remained the most ieapog ane Gaon ene 
to industry. Although their Toans have tended to~be 
restricted mainly to short-term credit, their lending 
policies have necessarily influenced private investment 
in industry. In many countries bank credit to the private 
sector as a percentage of gross domestic product in- 
creased from 1950 to 1958. Nevertheless, at the end of 
the decade the volume of such credit was still low in 
comparison with that of the industrial countries.2° 
Though it is not possible to assess accurately the extent 
to which the increases in bank credit have been chan- 
nelled into activities of special importance to economic 
development, it does seem that in countries such as 
Greece, India and Mexico, where indusffial investment 
has grown ‘at relatively high rate, the share of industry 


in the growth of bank credit has been rather 


In many countries, government policy in the post- 
war period has encouraged or required commercial 
banks to devote a larger proportion of their resources 
to the financing of investment in productive industrial 
activities. Commercial banks in a number of countries, 
as for example, Colombia, Costa Rica and Mexico, have 
been permitted or required to allocate a larger propor- 
tion of their resources to the purchase of industrial 
securities. 


Another channel through which governments have 
influenced investment finance has been monetary policy. 
Measures to implement monetary policy in the under- 
developed countries have mainly taken the form of 
selective credit controls rather than more comprehen- 
sive instruments, such as open market operations and 
changes in reserve requirements. Among the principal 
selective credit controls have been incremental reserve 
requirements against loans for purposes with low social 
priority, the permissive inclusion in reserves of invest- 
ments of a type deserving encouragement, as well as 
credit ceilings and regulations concerning the composi- 
tion of bank portfolios. 


In addition to such measures, almost all countries have 
strengthened the means of providing special credit to the 
private industrial sectors, either through direct govern- 
ment lending by official credit institutions, or through 
lending by special private institutions. Direct govern- 
ment lending to privately-owned enterprises has been 
employed by a number of countries, particularly in the 
earlier years of the post-war period. Examples are pro- 
vided by China (Taiwan), India, the Philippines and 
the Republic of Korea. In Burma, there have been a 
number of joint-venture corporations, in which the 

20 See U Tun Wai, “Interest Rates in the Organized Money 


Markets of Under-developed Countries”, International Monetary 


Fund, Staff Papers, August 1958 (Washington, IDCs) 6 
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equity capital is divided between public and private 
ownership. There has been an increasing tendency, how- 
ever, for government funds to be channelled through 
specialized official lending institutions, such as develop- 
ment banks. During the post-war period both the num- 
ber of these institutions and the volume of credit granted 
have increased markedly. At the same time, development 
banks under private ownership have increased in import- 
ance. The-most common service offered-by these mstitu- 
tions has been the provision of medium-term and long- 
term finance, but some of them have also undertaken to 
seek out and promote new investment opportunities, to 
underwrite new issues of securities by private enterprises 
and to provide technical assistance. In certain cases, they 
have even operated enterprises. Their sources of funds 
have included central banks, other financial institutions 
and the private sector. They have sometimes also dis- 
tributed to private firms loans obtained from foreign 
sources, such as the International Bank for Reconstruc- 
tion and Development. In a number of countries they 
have received regular allocations of funds from gov- 
ernments. For example, in Brazil, the National Bank for 
Economic Development has financed the development 
of infrastructure from a percentage charge on revenue 
from personal income tax; and in Honduras, the Na- 
tional Development Bank has received allocations of 
government saving. 


In Latin America, two notable special institutions for 
financing investment have been the Development Corp- 
oration in Chile and the Nacional Financiera in Mexico. 
Both have provided finance for a broad range of projects 
and have served as prototypes for similar institutions 
elsewhere. In Peru, resource limitations restricted the 
effectiveness of the official institutions during the nine- 
teen fifties, although with the establishment of the pri- 
vate development banks in 1953, the scope for influenc- 
ing development has been broadened. In Colombia, the 
first private development banks were founded in 1959. 
In Brazil and Costa Rica, the central banks have, in 
addition to their banking functions, also acted as de- 
velopment banks. During the nineteen fifties private in- 
vestment banks expanded their activities in Brazil, and 
by 1959 the volume of their industrial lending had far 
outstripped the corresponding activity of the central 
bank. The National Bank for Economic Development, 
with funds derived from a portion of the personal in- 
come tax, had been organized a few years earlier to 
assist long-term financing of infrastructure investments. 


Similar special institutions have also been established 
in other under-developed areas. The Industrial Finance 
Corporation of India, for example, was established in 
1948 to furnish long-term finance to industry, and since 
that time a number of other specialized financial institu- 
tions have been created to provide long-term and me- 
dium-term finance to the private sector. 


The activity of these development banks, as well as 
of commercial banks and other lending institutions, has 


not, of course, always been confined to the supply of 
finance for industry but has also embraced loans to the 
agricultural sector. The problems posed in the chan- 
nelling of sufficient finance into investment in agricul- 
ture, however, are generally of a distinctly different 
nature to those encountered in industry. Special meas- 
ures have, in fact, been taken by governments in 
numerous countries to facilitate the flow of finance into 
agricultural investment. 


The distribution of investment between agriculture 
and the rest of the economy has recently become a matter 
to which particular attention is bemg paid. While data 
on the pattern of private investment are available only 
for a few countries, it is commonly recognized that the 
growth of private investment in agriculture has gener- 
ally tended to lag behind that in other sectors during the 
last decade.** One rough indication has been the fact that 
the growth of agricultural output has generally been ata 
slower rate than that of gross domestic product. How- 
ever, governments have become increasingly aware of 
the need for expansion of agricultural output, particu- 
larly of food production, if internal balance is to be 
maintained during the process of rapid industrialization. 


The problems encountered in accelerating agricul- 
tural investment and output, however, have been as much 
non-financial as financial. In order to promote invest- 
ment and output and to improve the efficiency with which 
the available resources for investment are used, vovern- 
ments have increasingly sought to deal with the problem 
of land-ownership and tenure and to extend provision 
of bastcservices, such as irrigation works and educa- 
tional services. At the financial level, attempts have been 
made to stimulate additional investment through the 
encouragement of lending by established financial insti- 
tutions, such as those mentioned above, and through the 
establishment of special lending institutions for agri- 
culture. 


That an overwhelming share of agricultural invest- 
ment in under-developed countries has been self-finan- 
ced does not imply that the capacity for self-financing 
has been large in absolute terms. It is more correctly 
viewed as a reflection of a low level of investment as well 
as a still lower level of available external finance. The 
most common type of external finance has been credit 
from such non-institutional or unorganized sources as 
the landlord, money-lender or merchant, but this form 
of credit has generally been not only insufficient butealso 
expensive. 


While in most under-developed countries the com- 
mercial banks have contributed to the financing of agri- 
cultural investment, their loans have generally been of 


*1 Among the countries under discussion, data on total gross 
capital formation by industrial use are available for five countries. 
Between the earlier and the later period, the relative share of 
agricultural investment in total investment declined in all these 
countries. In relation to total output, the decline amounted to 
one per cent in Portugal, 2 per cent in Greece, 4 per cent in 
Honduras and 8 per cent in Ecuador and India. 
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mited significance, whether considered in terms of vol- 
me, type or number. For those countries where data on 
ne distribution of bank credit are available, the propor- 
ion of agricultural loans to total bank credit has gen- 
rally been not only low—less than 10 per cent—but has 
ardly improved during the last decade. The propor- 
ion has been somewhat higher in those Latin American 
ountries, such as Colombia, Costa Rica, Mexico and 
eru, which have introduced policies of selective credit 
ontrols intended to improve the flow of credit to agri- 
ulture. 


The inadequacy and unsuitability of normal commer- 
ial bank channels for agricultural financing has empha- 
ized the need for direct and indirect governmental as- 
istance. For example, in a majority of Asian countries 
rect government assistance has become the largest 
ource of institutional credit to agriculture. 


While specialized agricultural banks have mostly con- 
entrated on the provision of short-term credit, rural 
aortgage banks and other institutions have been esta- 
lished especially to provide long-term finance. The 
nain limitation of conventional land-mortgage banks 
rom the viewpoint of productive investment has been 
heir preoccupation with mortgages arising out of land 
yurchases rather than land development. Accordingly, 
eparate corporations for agricultural development have 
een set up in several countries of Africa and Asia, 
mcluding Burma, the Philippines and the United Arab 
Xepublic (Egypt), while in a number of Latin American 


countries multi-purpose developmental _ institutions 
covering agricultural as well as non-agricultural 
financing have been established. 


The most important link in the chain of institutional 
credit to the small farmer lies in the effective functioning 
of the local or village financing institution through 
which a large part of agricultural credit can be chan- 
nelled. A favoured approach has been the co-operative 
method of rural financing. While the co-operative credit 
movement has been in existence in several countries of 
Africa and Asia for a number of decades, it is of more 
recent origin in Latin America and the Middle East. 
The degree of success achieved has been highly uneven, 
but in most countries the share of co-operative credit in 
agricultural finance has remained at less than 10 per 
cent of the total. 


Thus, although the scope of institutional finance has 
expanded in many countries, its progress has not been 
sufficient to result in an effective displacement of the 
traditional sources of finance. However, although its 
quantitative impact still remains limited, its contribu- 
tion in qualitative terms has been far from insignificant. 
Investment funds have been more efficiently channelled 
to the extent that the various credit institutions have 
adapted their credit supply to the investment needs of 
the farmer. On the whole, it may be said that many gov- 
ernments in recent years have made an important contri- 
bution through their efforts to expand the supply of 
institutional finance for agriculture. 


Conclusion 


The decade of the nineteen fifties witnessed an un- 
»recedented intensification of the efforts of under- 
leveloped countries to eliminate mass poverty. That 
most of the countries reviewed in this chapter have 
egistered annual rates of growth amounting to 4 per 
ent or more is indeed an impressive achievement. But 
1igh rates of growth have in general been attained only 
vhere a significantly larger proportion of resources has 
een ed to capital formation. {ft is thi on 
xperiénce that impels under-developed countries to 
eek higher levels of investment. 


Increases in total investment, however, must be accom- 
nd fereign saving. A rather paradoxical development 
n the nineteen fifties has been that, while ever-increas- 
ng importance has been attached to the aim of accelera- 
ing economic growth, domestic saving in relation to 
ross domestic product has risen in no more than one- 
hird of the under-developed countries. And even among 
Kese countries, the increase has usually been modest. In 
bout half the countries, in fact, levels of domestic sav- 
ng have declined. 


In so far as export trends have exercised a profound 


influence on the several streams of domestic saving, 
certain changes have inevitably followed from forces 
beyond the control of individual countries. But domestic 
saving has also been affected by a number of other fac- 
tors. Governments, for example, have everywhere been 


under pressure to step up their current expenditures to 


meet the needs of growing populations. Even though 
government income has risen in most countries, the 
advance has often been more than offset by the higher 
level of consumption expenditure. Further, government 
policies have not generally succeeded in preventing pri- 


vate consumption from absorbing a larger share of 
ik ence teddies =e el =i BP 


current output. 


——————— 


In the absence of an appreciable increase in the levels 
of domestic saving, the upward trend in the flow of 
foreign saving has been of crucial importance to the 
under-developed countries. It is indeed striking that in 
a number of countries this flow has increased by 5 per 
cent or more of gross domestic product. While in a few 
instances larger surpluses of imports over exports of 
goods and services have been made possible through the 
utilization of foreign currency reserves, the more com- 
mon pattern has been that of increases in the flow of 
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long-term private capital and public funds from other 
parts of the world. 


Although the flow of foreign private capital to the 
under-developed countries has increased substantially 
during the nineteen fifties, the distribution of these 
funds has continued to be heavily concentrated in a 
rather small number of countries. Governed as it is by 
the profit motive, the increased flow of private capital 
has in the main gone into countries favoured with nat- 
ural resources in strong world demand, as well as into 
thé countries with relatively large and buoyant domestic 
markets. These economic forces have been so strong 
that even though many countries have sought to attract 
foreign private capital through a wide range of incen- 
tives and guarantees, foreign investors have continued 
to confine their activities to a relatively small number of 
under-developed countries. 


The concentration in the flow of foreign private cap- 
ital has to some extent been offset by official loans and 
grants. Since such foreign assistance is inevitably linked 
with political and other non-economic factors, both 
higher-income and lower-income countries have partici- 
pated in the flow of international public funds, There 
has nevertheless been a perceptible tendency for the 


increased flow 0 i $s the 
lower-in r-developed countries. 
SE ene RASS chime cieest aes 


While foreign funds have brought benefits to the 
under-developed countries, they have also added to their 
present and future costs. In the nineteen fifties, public 
assistance has been increasingly provided in the form 
of loans rather than grants. The expanding volume of 
foreign official loans and private investments has en- 
tailed a larger outflow of interest and dividend pay- 
ments. Since the exports of under-developed countries as 
a group Have Wot risen us fapidiys ie has misaat ther 
higher proportion of current exports has been required 
to service foreign debt. It appears, moreover, that 
foreign exchange requirements for the servicing ‘of 
international obligations will increase in the near future. 
In many countries, foreign investment and investment 
service requirements will continue to increase even 
without a fresh stream of capital from abroad. This is 
likely to happen through the ploughing back of profits. 
since the bulk of foreign private capital in the nineteen 

‘fifties has gone into direct investment. Further, many 
of the medium-term loans obtained by governments or 
public agencies in the under-developed countries are 
scheduled for repayment in the next few years. Thus, 
unless there is a marked and sustained improvement in 
their export earnings, under-developed countries are 


likely to find the burden of infermational indebtedness ac- 


centuated rather than diminished in the nineteen sixties. 
These considerations do not, of course, imply that under- 
developed countries should not assume more foreign 
liabilities, but they do emphasize the need for acceler- 
ated national efforts to meet the requirements of eco- 
nomic development. 


In countries where incomes and standards of living 
are low, it may not be easy to save a large proportion 
of a constant income. But clearly, when income is grow- 
ing, it should be possible to save a larger part of the 
increment to income. The evidence in the nineteen fifties 
shows that, despite wide-spread increases in real incomes, 
marginal rates of domestic saving have continued to be 
low in most-under-developed countries. Governments, 
therefore, have an important task to perform in stimu- 
lating higher levels of domestic saving. 


The needs of the under-developed countriés are un- 


doubtedly so great that governments have had to under- 
take large outlays on education, health and numerous 
other services. Some of these services are vital to pro- 
grammes of economic development. But, since one way 
for governments to increase their saving lies in limiting 
current expenditure, careful scrutiny of current ex- 
penditure might reveal a number of activities which 
could yield precedence to more urgent tasks. 


Governments also need to increase their revenue so as 
to aim at a closer balance between their investment and 
saving. While it is not possible to indicate a fixed target 
for government revenue in relation to national product, 
there can be little doubt that in many under-developed 
countries the level could be increased significantly. It is 
especially important for governments to secure substan- 
tial increases in revenue out of increments to national 
income. A number of governments have, of course, 
sought to finance their spending programmes through 
borrowing from central banks, but such experiments, 
when carried out on an extensive scale, have often had 
adverse repercussions. Where the result has been pres- 
sure on prices, the temporary advantages gained in the 
form of increased government absorption of resources, 
or increased private saving through a redistribution of 
incomes in favour of profits, have often been outweighed 
by a number of adverse effects. These effects have taken 
such forms as the creation of a speculative economic 
climate, a decrease in the tendency of households to 
save and pressure on the balance of payments. 


An important deterrent to adequate growth in govern- 
ment revenue in many countries is the marked depend- 
ence of tax systems on foreign trade. In numerous 
instances revenue from indirect taxes, especially duties 
on exports, which often bulk large in government re- 
ceipts, has been adversely affected by declines or slug- 
gish growth in foreign trade. Revenue from corporate 
and other direct taxes has, for the same reason, fre- 
quently not expanded in line with increased government 
expenditure. Business taxes have, in fact, been decreased 
in some instances in line with government efforts to 
stimulate private investment. 


Another serious shortcoming of fiscal systems that 
rely heavily on foreign trade has stemmed from the in- 
stability of the external sector. The consequent fluctua- 
tions in revenue have often led to pronounced year-to- 
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sar fluctuations in government saving. Inevitably, 
overnment investment plans have suffered; in some 
stances the construction of much needed facilities has 
ad to be postponed. There is a need, therefore, not 
nly to raise the level of total government revenue, but 
Iso to place greater reliance on taxes not irectly 
ependent on foreign trade. Taxes within the domestic 
arket offer a promising area for the enlargement of 
overnment revenues. With the growth of domestic eco- 
omic activity it should be possible to increase revenue 
rough appropriate taxes on the production and sale 
npose an undue burden on lower-income groups. Such 


idirect taxes are also comparatively easy to administer. 


While indirect taxes have many advantages for under- 
eveloped countries, the importance of enlarging rev- 
que from direct taxes must be emphasized; The taxation 
f income in particular has been inadequately utilized 
: many countries. Apart from the serious probléms 
itaited in the effective administration of income taxes, 
significant shortcoming has been that tax systems have 
ften failed to capture a sufficient portion of incomes. 
requently, exemptions have been set at too high a level; 
s a result, though incomes have generally increased, 
ve growth in revenue has been small. Another common 
eficiency has been the failure to tax large incomes 
ificiently owing to low tax rates and excessively liberal 
tsa 


—————— 

Agriculture has generally been the least taxed sector 
: the under-developed countries. Often Jand assessments 
ave not been revised for many years; in many instances, 
vey do not even reflect the increases in land values 
ssulting from improvements made by governments 
vemselves through the provision of irrigation, transport 


ad other facilities. Appropriately devised agricultural 
ixes, therefore, represent an important potential source 


f increased revenue in many countries. 


Revenue can also be increased through modification 
f price structures of public enterprises which have fre- 
uently remained immune from the trends in prices 
isewhere in the economy. Of course, charges for certain 
ssential services, such as power and transportation of 
ipital goods, may have to be kept relatively low in 
rder to reve incentives to private investment. But in 
eneral, pricing in public enterprises may more appro- 
riately be geared to the goal of higher domestic saving. 


Policies to increase government revenue should not, 
however, lose sight of the fact that in some instances 
taxes may fail to raise aggregate domestic saving. This 
may occur where taxes act to reduce private saving and 
investment rather than consumption. While, therefore 
tax measures have to be devised with care, the wide- 
spread existence of luxury consumption and the exten- 
sive non-productive use of private saving and wealth in 
the under-developed countries suggest that revenue could 
be increased without retarding private investment. 


Governments in the under-developed countries can 
also promote enterprise saving through a climate of 
economic expansion and through the establishment of 
basic public facilities. Accelerated depreciation allow- 
ances and tax exemptions for re-invested profits, for 
example, can act as valuable inducements to the business 
sector. Difficult problems of choice may no doubt arise 
once again, but it may be necessary to strike a balance 
between higher government revenue and the incentives 
required to stimulate business saving. ‘ 


While the expansion of household saving is related to 
increases in per capita income levels, governments can 
facilitate an increase in such saving. Monetary stability 
is clearly one contribution which governments can make 
to prevent a decline in the tendency to save. At the in- 
stitutional level, the creation of savings banks and 
co-operative societies, the growth of securities markets, 
and the introduction of life insurance and provident 
funds are means by which household saving may be 
encouraged. ! These institutions, moreover, perform a 
vital role in channelling private saving into various 
types of investment. 


Governments, then, have many means at their disposal 
to increase the flow of domestic saving and to insulate 
it partially from the uncertainties of foreign trade. 
Although the world climate has become more favourable 
to an expanded flow of international private and public 
funds to the under-developed countries—indeed there is 
great need for such funds to pay for a larger volume of 
imported machinery and other essential goods—in the 
final analysis economic development must rest on the 
cornerstone of domestic saving. Vigorous efforts to pro- 
mote domestic saving are necessary if the under- 
developed countries are to secure higher and self- 
sustaining rates of economic progress. 


Chapter 3 


SAVING FOR ECONOMIC DEVELOPMENT IN THE CENTRALLY 
PLANNED ECONOMIES 


Policies and problems in financing investment 


The role of investment finance in the centrally 
planned economies differs from that in the private en- 
terprise economies as analysed in the preceding chap- 
ters. In the latter economies the conditions governing 
the provision of investment finance have an important 
bearing on the volume and pattern of investment. In the 
centrally planned economies, on the other hand, the 
volume and pattern of investment are determined 
mainly on the basis of physical targets set by national 
economic plans. Financial plans, although indispen- 
sable, are wholly subordinated to the physical plans. 
Even foreign capital flows between the centrally planned 
economies are generally formulated first in physical 
terms and only subsequently in value terms. State own- 
ership of most of the productive capacity and state 
control over the allocation of the output of state enter- 
prises enable governments to establish investment 
projects largely on the basis of the availability of physi- 
cal resources without concern for prior mobilization of 
financial means. 


Financial planning is nevertheless important. The 
need for financial policies closely related to the general 
economic plans results from the fact that the planned 
economies are monetary economies in which the flow of 
goods is associated with corresponding money flows. It 
might be asked why money flows are not entirely dis- 
pensed with in centrally planned economies in view of 
the governments’ ability to maintain direct control 
over the flow of goods. The retention of money flows is 
obviously not due to the need for a common measuring 
unit for the calculation of aggregate output and income 
data. This need could be served by an accounting unit 
expressed in terms of labour or money without resort to 
actual money transactions. The principal reason for the 
existence of money relationships is the belief that an 
economic system depending entirely upon the direct 
allocation of resources would, at least in the present 
stage of historical development, suffer from impairment 
of incentives to work. It is generally considered that 
direct allocation, involving a rationing of supplies for 
enterprises and consumers, would stifle their initiative 
and hamper the use of rewards and penalties for con- 
trolling and influencing their activities. 


It is this same view that is largely responsible for the 
existence in these countries of important economic 
sectors not subject to direct administrative controls. 


88 


Thus, labour is not directly allocated to various occupa- 
tions, but is hired on a voluntary basis, and consumer 
goods may be freely purchased by the recipients of 
money income. A large part of the agricultural sector 
is not state-owned and is therefore much less subject to 
direct controls than are state enterprises. Collective 
farms and individual peasants are, in general, bound 
to deliver fixed amounts of goods to the state at fixed 
prices, but their production and investment programmes 
are not directly imposed upon them by state authorities. 
Even in the state sector, not all resources are directly 
allocated by supply agencies, and a substantial volume 
of transactions is concluded directly between enterprises. 


The use of money rewards, however, is not considered 
to be a permanent feature of the centrally planned 
economies. According to the views prevailing in these 
countries, it would be desirable to abolish the system of 
money rewards for work. It is believed that this could 
be done, however, only if and when the abundance of 
goods and services would eliminate the need for a limit 
on demand by regulation of income payments and when 
a complete change in the psychology of individuals 
would make it unnecessary to retain income as an in- 
centive to work. Although such changes are relegated 
to an undefined future, it is generally considered that 
the gradual extension of free services and free supplies 
of goods represents a trend in this direction. 


It has sometimes been asserted that the retention of 
money relationships in centrally planned economies 
results only from the existence of two forms of owner- 
ship, state ownership on the one hand and collective 
farm ownership on the other. This is because the system 
of dual ownership prevents the application to the whole 
economy of direct controls over the allocation of re- 
sources, and therefore requires the retention of financial 
flows both between and within the two sectors. As indi- 
cated above, however, it is now more commonly felt 
that if the state sector were expanded and all other forms 
of ownership abolished, the retention of money flows 
would still be necessary, except perhaps at some future 
time. It is interesting to note that expansion of the state 
sector has not, in fact, reduced the role of finance in 
the centrally planned economies. On the contrary, it has 
been associated with a much greater emphasis, both in 
theoretical writings and in policy measures, on the 
increasingly important part played by finance in the 
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Jevelopment of these economies. Discussion of the laws 
of value and rejection of the idea that these laws do not 
apply to the relations within the state sector has had 
he practical implication that more reliance should be 
placed on the initiative of managers of state enterprises 
and on financial, rather than purely administrative, 
direction of the economy. 


To facilitate the use of financial controls in conjunc- 
tion with the more direct, purely administrative, meth- 
ods of directing the economy, most state enterprises 
conduct their work on the basis of so-called “economic 
accounting”, which means that they are set up as in- 
dividual economic units that are assumed, in principle, 
to cover their current expenditure out of their current 
revenue and to earn profits.’ Fixed and working capital 
are provided by budgetary grants at the time an enter- 
prise is set up, and are subsequently augmented from a 
portion of the profit earned by the enterprises as well as 
by further budgetary grants and credits. The price 
received by an enterprise for its output consists of two 
components, the turnover tax (applicable mostly to 
consumer goods) and the enterprise price. The proceeds 
of the turnover tax, which is set by the central authori- 
ties largely on the basis of supply and demand, are 
transferred in their entirety to the government. The 
remaining current revenues of the enterprise depend 
on the enterprise price, which is also set by the central 
authorities. The excess of these revenues over the current 
expenses of the enterprise constitutes the enterprise’s 
orofit. The enterprise price is fixed on the basis of the 
average cost prevailing in or planned for the industry as 
a whole in the period used as a base for price-fixing, 
augmented by a percentage markup. As the prices re- 
ceived as well as paid by the enterprises are fixed by the 
government, any increase in profits or reduction in 
losses over and above the planned rates will generally 
indicate an improvement in the internal efficiency of the 
enterprise.” Of course, not all enterprises make profits. 
The fixing of prices on the basis of average cost may 
result in wide-spread differences in the profitability of 
enterprises, necessitating subsidies to cover whatever 
losses may exist. In some cases prices have been fixed 
below average cost, and in consequence, not only 
individual enterprises but entire industries have suffered 
losses. 


Part of an enterprise’s profit is transferred to the 
budget in the same manner as the turnover tax, while 
the remainder is left at the disposal of the enterprise 
and of higher industrial or regional bodies for invest- 
ment in fixed and working capital and for other autho- 
rized purposes. The enterprises’ requirements that are 
not covered by their retained profits and amortization 
allowances are covered by budgetary grants and credits. 


1 Not included in this group are enterprises which transfer 
all their proceeds to the budget and finance their current ex- 
penses by budgetary means, as well as those service enterprises 
the efficiency of which is not judged by their profitability and 
which therefore are not assumed to earn profits. 


Thus the system of “economic accounting” in state 
enterprises enables the central authorities to supplement 
direct administrative controls with a much more flexible 
system of financial incentives and controls. Surveillance 
of an enterprise’s financial flows facilitates supervision 
by higher authorities, while the retention of some 
profits for disposal by the enterprise, as well as the flexi- 
bility afforded by the system of financial flows, provides 
an incentive for efficient management. 


The use of these financial methods has increased in 
recent years in keeping with the trend towards partial 
decentralization of administration, although even dur- 
ing the period of strict centralization an important role 
was played by financial planning. The tendency to make 
greater use of more aggregative methods of planning 
and to reduce the number of detailed production targets 
set for enterprises by the central authorities has en- 
larged the scope for decision-making within state 
enterprises, and thereby increased the importance of 
financial policies. But achieving the most appropriate 
blend of the detailed administrative method and the 
more general financial method of directing the activity 
of the enterprises has raised several problems, the final 
solution of which is still a subject of public debate. 


While an increase in the role of financial methods 
has generally been considered desirable, it has been 
doubted whether excessive reliance on these methods 
alone could be successful in bringing about a desirable 
pattern of production in conditions of rapid economic 
growth and full utilization of resources. Secondly, and 
quite apart from this, the management of the economy 
by predominantly financial and fiscal methods could 
not be successful if prices and profits failed to reflect 
closely the relationship between supply and demand. 
Both these conditions have prevailed in the centrally 
planned economies, the latter condition particularly in 
the case of producer goods. Furthermore, it has been 
pointed out that the potential advantages to be derived 
from the substitution of financial controls for adminis- 
trative controls may be offset by inadequacy of the 
response of enterprises to the authorities’ financial 
policies. Thus, while the need to increase the role of 
financial planning has generally been recognized, the 
extent to which these methods should replace administra- 
tive controls has been subject to wide differences of opin- 
ion, and the changes in this direction have not been 
uniform and are still far from complete. 


METHODS AND SCOPE OF FINANCIAL PLANNING 


The financing of investment, like most other money 
flows in the centrally planned economies, is almost 


2 A change in the prices fixed by the government would, as a 
rule, change both an enterprise’s actual profits and its planned 
profits, since the latter are usually adjusted to the new price- 
cost ratios. As profit rates are not identical for all commodities, 
enterprises may be able to raise their profits above the planned 
level by altering their product mix without improving their 
actual efficiency. The controlling authorities discourage such 
practices 
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entirely regulated by a number of co-ordinated plans. 
These take the form of revenue and expenditure ac- 
counts, and consist of the state budget, the aggregate 
financial plan of state enterprises, the credit plan and the 
cash plan. They are formulated by the government, are 
considered as state directives and are the principal means 
of bringing about a pattern of output and income in 
conformity with the goals set by the general plan of 
economic development. As a group, they reflect the 
financial relations between the budget, the state enter- 
prises, the collective farms and the private sector, and 
are integrated into a single aggregate financial plan. 
This plan helps to ensure mutual consistency among the 
various plans both in their formulation and in their 
implementation. 


The state budget 


The state budgets in the planned economies differ 
considerably from those in the private enterprise econo- 
mies, not only because they comprise a far greater share 
of the national income, but also because they have a 
much more important function in the process of econo- 
mic development. State expenditure covers not only most 
national expenditure for health, education, insurance 
and other services, which in private enterprise econo- 
mies may be largely financed out of private disposable 
income, but also most national investment expenditure, 
which is derived mainly from the turnover tax and the 
profits of state enterprises. Personal income taxes and 
taxes on agricultural producers make only a small con- 
tribution to state revenue. Budgetary revenue also in- 
cludes receipts from foreign credits, payments by enter- 
prises to the social security funds, receipts from the sale 
of government bonds, and current deposits of the savings 
banks, which are treated as temporary loans to the 
government. 


In consequence, the major part of the economy’s 
saving and investment is channelled through the budget, 


Sources of finance 


1. Net revenue 
(a) turnover tax 
(6) profits 
2. Amortization earmarked for: 
(a) investment 
(6) capital repair 
3. Mobilization of internal resources” 
4. Other® 


Grants from the budget for: 

(a) Fixed investment 

(6) Change in “normative” working capital" 
(c) Social and cultural measures 


which, therefore, plays a decisive role in mobilizing 
saving and in allocating it to various economic sectors 
in accordance with the state economic plan. In this 
respect the budgets of the centrally planned economies 
fulfil a function similar to that of financial institutions 
in private enterprise economies. There is a difference, 
however, since the funds mobilized by the budget cease 
to belong to the enterprises which accumulated them, 
and their transfer to other producing units is made not 
in the form of credits but as budgetary grants. Another 
characteristic of budgetary methods in the centrally 
planned economies is the close link between the budget 
and the financial plans of state enterprises. This link 
consists of two parts: the flow of turnover taxes and 
part of the profits from the enterprises to the budget, 
and the reverse flow from the budget to the enterprises 
of funds for investment in fixed and working capital. 
Accordingly, the state budget and the financial plans of 
enterprises are directly related and must be prepared in 
conjunction with one another. 


The aggregate financial plan of state enterprises 


The aggregate financial plan of state enterprises is 
based on individual plans prepared by each enterprise 
as well as by associations of enterprises or regional ec- 
onomic councils. These plans, based on production and 
turnover programmes, are submitted to higher authori- 
ties and, after readjustment and co-ordination with the 
plans of other enterprises or sectors and their final co- 
ordination with the budget and credit plans, are ap- 
proved by the higher authorities and become operational 
directives. 


The financial plans of the enterprises exclude opera- 
tional transactions and limit themselves to items which 
represent a kind of combined appropriation and capital 
account. These plans vary from country to country; a 
rough approximation to their general form can be 
illustrated as follows: 


Uses of finance 
1. Investment in fixed capital 


2. Change in “normative” working capital" 


3. Capital repairs 
4. Repayment of credits for introduction of 
new techniques 
5. Expenses for research and development, 
training and other outlays for education 
. Payments into special enterprise funds 
. Other‘ 


1S 


Payments to the budget from: 
(a) Turnover tax 
(6) Allocations from profits 


Fate Le é ; 

; A aes. working capital represents the estimated minimum operational requirements of the enter- 
Slee or working capital. Seasonal or other requirements in excess of this minimum are usually financed 
by short-term credits; in many cases even part of the minimum requirements are financed by credits 


(Footnote continued on page 91) 
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In addition to the items listed above, the financial 
plans of enterprises also contain items covering financial 
ransactions with supervisory bodies such as industrial 
poards and regional economic councils, which redis- 
ribute funds between the enterprises under their juris- 
diction and in turn prepare their own plans based on the 
financial plan of these enterprises. 


Investment outlays, the main item of expenditure in 
the financial plan of the enterprises, are not directly 
influenced by their revenues. They are formulated ac- 
cording to the tasks assigned to the enterprises; there- 
fore, they affect both the amount of retained profits and 
amortization funds and the volume of budgetary grants 
necessary to finance these expenditures. The transfers 
of funds from and to the budget are not, however, de- 
termined merely by the relationship between the revenue 
and the planned expenditure of the enterprises. One 
could, of course, conceive of a system providing for the 
transfer to the budget of all the means of the enterprises 
in excess of its planned expenditure and providing for 
budgetary grants only in cases in which such means are 
insufficient to cover the expenditures. But in practice, the 
financial flows between the enterprises and the budget 
are much more intricate. The enterprises are compelled 
to transfer to the budget on a pay-as-you-go basis all the 
turnover tax and, in most countries, a statutory per- 
centage of their profits, even if the plan provides for 
budgetary grants to finance part or all of their planned 
investment. This procedure has been adopted largely 
because the pay-as-you-go payments provide the super- 
visory authorities with convenient current indicators 
showing the degree to which output, sales, cost reduction 
and other plans are being fulfilled. 


In the short run flows and counterflows also arise 
because the timing of an enterprise’s investment pro- 
gramme may not coincide with the timing of the accumu- 
lation of financial means. In most of the centrally 
planned economies such short-term finance is usually 
provided in the form of budgetary grants rather than of 
short-term credits. Thus, if the investment outlays are 
concentrated in the early months of the year, before 
the enterprise has been able to accumulate sufficient 
depreciation and profits, the revenue side of its financial 
plan will include any necessary budgetary grants even 
if its transfers to the budget for the year as a whole are 
considerably greater than the grants. 


{In some countries, the volume of these flows and 
counterflows was formerly much greater than it is at 


(Footnote continued from page 90) 


present, since, in the earlier period of planning, almost 
all profits were transferred to the budget and almost 
all expenditures were financed by budgetary grants. This 
was largely because of a shortage of qualified personnel 
at the enterprise level and a lack of efficient means of 
control over the financial policy of the enterprises. 


The credit plan 


In the centrally planned economies all money flows 
among enterprises, the state, and its various institutions 
are transacted through the state banks which form a 
single integrated system entirely subordinate to the 
central authorities. All taxes, allocations of profits and 
other payments to the state are paid into the state budget 
accounts in the central bank. Similarly, all budgetary 
grants to enterprises are transferred from the state ac- 
counts to the accounts of the individual enterprises. The 
enterprises are required to keep all their funds in their 
bank deposits, with the exception of small amounts of 
cash for current expenditure. 


The use of these deposits is controlled by the central 
bank in order to prevent the enterprises from using them 
in ways not corresponding to the provisions of their 
economic and financial plans. Since direct financial 
transactions between the enterprises are not permitted, 
the analysis of their bank accounts enables the banking 
authorities to estimate the degree of fulfilment of the 
plans before the final production data are available. As 
prices, the rate of planned profits and the allocations of 
profits to the budget are predetermined and transferred 
on a pay-as-you-go basis, the inflows of funds from in- 
dividual enterprises into the banking system indicate 
changes in their output, cost of materials and wage bill. 
Moreover, the analysis of the enterprises accounts, espe- 
cially the granting and repayment of short-term credits, 
signals changes in inventories on the one hand and 
the accumulation of idle financial resources on the other. 
Over the co-operative and private sectors, the control of 
the central bank is necessarily much more limited. Since 
neither the saving nor the investment outlay of these 
sectors depends directly on government decisions, the 
control of their activity by the central bank can be 
effective only through credit policy. Current informa- 
tion concerning their activity is available, however, 
since collective farms are compelled to transfer a pro- 
portion of their income to their “indivisible funds”. 
These funds essentially represent the capital of the col- 
lective farms and may not be reduced by payments to 


’ This item represents the amount of planned reduction in construction cost. In the financial plan, 
investment outlays are expressed in fixed prices, and any planned reductions of cost owing to internal 
economies are reflected only on the revenue side of the account, Together with the economies achieved by 
reducing requirements for equipment and construction materials, they indicate by how much the revenues 
derived from other sources can be reduced without upsetting the over-all balance of revenue and expendi- 


ture. 


° This item includes on the revenue side: procee 
not related to the current activity of the enterprise, 


ds from the sale of discarded equipment, and payments 
such as parents’ contributions for the maintenance of 


kindergartens. On the expenditure side, it includes losses on account of housing and other facilities provided 


by the enterprises. 
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the members. Moneys paid into the indivisible funds 
are earmarked for investment and deposited in the 
banks. Changes in these funds are therefore registered 
in the accounts of the banking system. 


Almost complete control over financial transactions 
of the economy, complete integration of the banking 
system and its full subordination to the central authori- 
ties form the basis of credit planning in the planned 
economies. The principal instrument in this planning is 
the credit plan. This plan deals mainly with short-term 
credits extended by the central bank for the financing 
of investment in working capital. Long-term credits for 
fixed investment are usually extended by specialized 
banks which receive budgetary grants for this purpose. 


In its most general form the credit plan is presented 
as an account showing the resources and allocations of 
funds of the central bank at the beginning and end of a 
given planning period. The allocations side of the ac- 
count consists of the outstanding credits granted by the 
central bank to various borrowers. The so-called re- 
sources side includes the net balances of the deposit 
accounts of the budget, the state enterprises and credit 
institutions, collective farms, the social insurance fund, 
trade unions and other institutions and organizations, as 
well as the volume of currency in circulation. Taken 
together, these items constitute the total amount of 
money in circulation. 


At any point in time the central bank’s resources, 
which comprise the economy’s money supply, necessar- 
ily equal the total of credit outstanding. Needless to say, 
any increase in the “resources” of the central bank is 
entirely dependent on a rise in credits and, therefore, 
the “resources” side of the account does not provide by 
itself any basis for credit policy designed to avoid 
imbalances between the supply of and demand for 
consumer goods. In fact, in the initial stage of planning, 
the resources and the credits are planned separately. 
Since both the credit requirements of the enterprises and 
the increases in all the component items of the resources 
side of the account are estimated on the basis of the 
economic plans, they should obviously balance, if 
properly calculated; any difference between the two 
sides of the credit plan would indicate the existence of 
discrepancies in the economic or other plans and call for 
correction. In planning credit policy in the centrally 
planned economies, the basic principle is that the 
amount of credit granted during a given period should 
be determined by the availability of goods, the acquisi- 
tion of which is to be financed by these loans. Since the 
supply of goods and services purchased by the indivi- 
dual enterprises is planned and the credits extended to 
them by the central bank are limited by the amount of 
finance needed for these purchases, it is clear that as 
long as the plans are being fulfilled, the total of planned 
credits cannot exceed the supply of goods and services 
for the purchase of which they were granted. 


These principles of credit policy apply only to the 
determination of the total amount of credit to be ex- 
tended during a given period. In dealing with individual 
enterprises the central bank is not concerned with the 
supplies of goods required by any one of them. At this 
level its main concern is to speed up the turnover of 
goods, prevent the unwarranted growth of inventories, 
and restrict the accumulation of funds by the enterprises 
to the level justified by their actual needs as determined 
by the plans. The interest charged for credit is intended 
to facilitate this purpose by discouraging the enterprises 
from increasing their demand for funds unnecessarily, 
but this method of control is not considered to be sufh- 
cient and credits are granted to enterprises only for 
purposes in conformity with their planned requirements. 
The planned credits earmarked for financing stocks of 
finished goods, goods in process or in transit, and of 
stocks of raw materials are, as a rule, made available 
only if the bank ascertains that these changes in inven- 
tories have actually taken place in conformity with the 
plan. If enterprises request additional credits for pur- 
chases to increase their output above the planned quotas, 
credit is granted only if the bank finds that the proposed 
increases are desirable and that there is a sufficient 
supply of the required materials and labour. 


The cash plan 


The achievement of balance in the credit plan does 
not imply that extension of the planned credits would 
not result in inflationary pressure. In fact, one of the 
items on the resources side, the increase in currency in 
circulation, may not correspond to the actual need for 
cash and may reflect an excess demand for consumer 
goods. Since transactions between enterprises are almost 
exclusively achieved through bookkeeping entries in the 
banking system, any difference between changes in the 
central bank’s resources and changes in credits granted 
could be due only to the withdrawal of cash (that is, 
currency) from the financial system into the hands of 
the population. This could happen only if the money 
income paid to the population is not entirely returned 
to the state sector through purchases of goods, taxes 
and other payments or through deposits in savings 
banks. As all of these payments give rise to bank 
deposits, the difference between the credits granted and 
the increase in deposits represents an increase in cash 
circulation. In the preliminary draft of the credit plan, 
this item may be obtained as a residual and treated as a 
balancing item. To check whether this residual is con- 
sistent with the projected flows of money income and 
expenditure and whether it would generate inflationary 
or deflationary tendencies, this component of the credit 
plan has to be checked by means of an account called 
the “cash plan”. The cash plan, which in its preliminary 
form is established independently of the credit plan, is 
essentially an account of cash revenue and expenditure 
of the consolidated state sector, including enterprises, 
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zovernment and financial institutions. It depicts the 
noney flows between this sector on the one hand and the 
r1ouseholds and collective farms on the other.’ 


Sources of finance 


Receipts from the sale of goods and services 
Taxes, fees and the like 


Other 


Payments into the bank accounts of collective 
farms 


Payments into savings bank accounts 
Changes in cash balances of state banks 


Issue of currency 


Since the changes in cash circulation derived from the 
cash plan are based on estimates, on the one hand, of 
consumer purchases and of savings deposited in banks, 
and, on the other, of the disposable income of house- 
1olds, a comparison of this estimate of changes in cur- 
"ency in circulation with that appearing in the credit 
olan provides a test for consistency between the credit 
»lan and the income and saving position of the collective 
‘arms and personal sector. In planning the net increase 
n cash circulation, the banking authorities take into 
2ccount, apart from the variations in total income pay- 
nents, the changes in the distribution of income between 
various groups with different velocities of circulation 
depending on the periodicity of wage payments in 
lifferent trades and the timing of government purchases 
of agricultural goods. 


In addition, and this is one of the principal functions 
of the cash plan, the estimate of changes in currency in 
rirculation enables the authorities to avoid generating 
nflationary pressures. 


Since consumer prices in state and co-operative trade 
are fixed by the government and, therefore, are un- 
responsive in the short run to changes in demand and 
supply, an accumulation of liquid savings by the pop- 
ulation may indicate an inability to spend rather than a 
wish to save. Such an imbalance can be avoided by an 
increase in the supply of consumer goods or by modifica- 
tion of the credit plan. The required increase in the 
supply of consumer goods might be achieved by an 
upward revision of production plans, by increased 
imports, and by drawing on stocks of consumer goods. 
Modifications of the credit plan to restrict effective 
Jemand might be achieved through a cut in the credit 
sranted to the enterprises so that their anticipated 
deposits and the currency issue would be reduced. But 
the same effect would obtain if, instead of reducing 
credits granted to the enterprises and, therefore, their 
deposits, the budget surplus were increased sufficiently 
to reduce the anticipated rise in the currency issue. This 
would be reflected in the accounts of the financial plan 


3 This account is to some extent the counterpart of the account 
of money income and outlay of the population; the main differ- 
snce is that the latter excludes money flows between the collec- 
tive farm sector and the state. 


The following table illustrates in general terms the 


form taken by the cash plan of the consolidated state 
sector: 


Uses of finance 

Wages 

Expenditures on purchases of agricultural 
products 

Pensions, aid and the like 

Loans for private housing construction 


Other 


Withdrawals from the bank accounts of collec- 
tive farms 


Withdrawals from savings bank accounts 


only in a rise in state deposits and in a decline in the 
anticipated currency issue, without affecting the credits 
received or the deposits of the enterprises. Needless to 
say, all of these changes are interrelated; revision of 
the planned supply of consumer goods would also be 
reflected in the various components of the credit plan, 
and changes in the credit and cash plans would affect the 
budget and the financial plan of the state enterprises, as 
well as the general plan of economic development. 


It is interesting to note that both the cash plan and the 
credit plan treat the deposits of the population in the 
savings banks somewhat differently from increases in 
cash circulation. In both plans, changes in cash circu- 
lation are balancing items, whereas savings deposits are 
treated in the same way as deposits of enterprises. 
Similarly, policy pronouncements have repeatedly indi- 
cated the desirability of increasing savings deposits. It 
is not entirely clear why currency and savings deposits 
are treated in different ways. The distinction may rest 
on the assumption that the holding of savings deposits 
is motivated by the wish to accumulate funds for emer- 
gencies, for old age, or for purchases of durables or 
semi-durables at a later date, while cash is kept for more 
immediate needs. But there is no doubt that in view of 
the ingrained habit of keeping savings in cash, the cash 
holdings are, apart from current transactional require- 
ments, also determined by the same motives as the 
savings deposits. The difference in the treatment ac- 
corded to savings deposits and cash holdings is partly 
due to the conviction, perhaps based on experience, that 
depositors are more reluctant to withdraw their savings 
from bank accounts than to reduce their cash holdings. 


The aggregate financial plan 


The four basic instruments of financial planning, the 
budget, the financial plan of the enterprises, and the 
credit and cash plans, become state law after approval 
by the central authorities. To harmonize these plans, 
both during formulation and implementation, an inte- 
grated financial plan is prepared covering all aspects of 
financial planning. This plan is prepared simultaneously 
with the other plans and is used at each stage of their 
preparation to test their mutual consistency. This 
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enables the planning authorities to detect any imbalan- 
ces which were not apparent in the early stages of 
preparation of the individual plans. After a series of 
adjustments to all the financial and economic plans the 
aggregate financial plan takes its final form and serves 
as a guide-post for financial policy during the imple- 
mentation of the set of plans. Since some departures 
from the original plans are inevitable in practice, 
financial planning continues during the implementation 


Sources of finance 
Turnover tax 

Profits 

Depreciation 
Revenue from abroad 


Taxes on agricultural producers and 
co-operatives 


Revenue from insurance operations 

Personal taxes 

Net increase in savings bank deposits 

Other revenue of the budget and of enterprises 


Net issue of currency 


This account, together with its appendices containing 
data broken down by industries, sectors, economic 
regions and various institutions, provides detailed in- 
formation on the allocation of the profits and deprecia- 
tion funds of the enterprises, of budget revenues from 
taxes and of private saving. 


Since the aggregate financial plan deals essentially 
with the state sector, it does not include the retained 
profits of collective farms or investment finance from 
these sources. However, estimates of these items are 
included in the credit plan and its subsidiary documents 
because the retained profits of the collective farms are 
deposited in the banks and are included in the resources 
side of the credit plan. As these deposits are used ex- 
clusively for investment, an analysis of their fluctuations 
provides information on the self-financing of investment 
by the collective farms. While not included in the aggre- 
gate financial plan, this expenditure influences the plan 
indirectly through its effect on the profits of state 
enterprises. 


The methods of financial planning described above 
have not been uniformly applied in all of the centrally 
planned economies. The efficiency of planning has 
varied from country to country and from period to 
period. The information needed for formulating the 
plans has frequently been inadequate. Accordingly, 
imbalances have sometimes arisen and have required 
drastic revisions to the plans in the course of their ful- 
filment. In some cases the inflationary pressure gener- 
ated by these maladjustments could be relieved only 


stage. The readjustments continually taking place in 
the various plans are incorporated into periodic reports 
on the implementation of the aggregate financial plan. 
These reports are prepared quarterly and, along with 
the over-all economic targets, serve as a basis for the 
financial plans of the following period. 


The aggregate financial plan is usually presented in 
the following form: 


Uses of finance 
I. Productive sector 

Fixed investment, change in inventories, 
and capital repairs of state enterprises 

Subsidies for starting new productive 
processes 

Operational expenses of enterprises and 
organizations wholly financed by the 
budget 

Mineralogical prospecting 

Expenditures abroad 

Grants to finance credit for fixed invest- 
ment in the collective farm and personal 
sector 

Bonuses paid from profits of state enter- 
prises 


II. Non-productive sector 
Social and cultural expenditure of the 
budget and state enterprises 


by drastic alterations to the planned inventory change 
or by an unplanned increase in borrowing from abroad. 
In other instances, the inflationary pressure could not 
be curbed and was reflected either in an excessive ac- 
cumulation of cash or in price increases. 


Frequently the reason for such maladjustments was 
not faulty financial planning but an under-fulfilment or 
over-fulfilment of the physical plans in various sectors 
which upset the financial plans established on the basis 
of the original production targets. In many instances, 
carefully prepared financial plans were thrown out of 
balance when the enterprises were able to accumulate 
excess funds and raise their expenditure above the 
planned quotas or divert the funds at their disposal for 
purposes other than those planned. In the past such prac- 
tices could not always be avoided because of insufficient 
control by the banks over the finances of enterprises. Fre- 
quently, departures from the financial plans have been 
tolorated when the supervisory authorities felt that the 
fulfilment of production targets took priority over 
financial stability. 


In the early years of central planning, financial plan- 
ning was generally limited to the preparation of the 
budget, which during this period was not always bal- 
anced. More elaborate and more comprehensive finan- 
cial plans were introduced only at a much later period. 
Despite their shortcomings, financial plans and policies 
have generally proven useful in preventing the develop- 
ment of inflationary pressures despite conditions of 
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rapid economic growth. Needless to say, the avoidance 
of inflation cannot be attributed to financial policies 
alone. In fact, the retention of direct administrative 
controls alongside financial controls has been motivated 
largely by the view that, within the existing institutional 
framework, the balanced growth of the economy re- 
quires measures of both types. The part played by direct 
state controls over wages, income payments to the 
peasants, and prices has been a no less important stabi- 
lizing factor than financial planning itself. In most of 
the centrally planned economies the general tendency 
has been to reduce the importance of administrative 
methods and to rely more extensively on the more flex- 
ible method of influencing the activity of the enterprises 
by fiscal and financial policies. 


CHANGES IN FINANCIAL POLICY 
The finance of state enterprises 


In the preceding discussion of financial planning it 
was explained that the investment expenditure of the 
state enterprises is determined not by their income or 
saving but by the investment plan prepared under the 
supervision of higher authorities on the basis of national 
needs. In spite of this, it has long been recognized that in 
order to stimulate management incentive a link should 
be provided between the profits earned by the enter- 
prises and the funds left at their disposal. 


In the period when the main objective of government 
policy was the rapid expansion of basic industries, a 
process which in most countries necessitated entirely 
new lines of production and new plants, governments 
tended to mobilize the financial means of existing enter- 
prises as fully as possible in order to finance the expan- 
sion. The emerging neeed for extensive control of the 
finances of existing enterprises, coupled with the lack 
of qualified and reliable personnel at the enterprise 
level, made it expedient to transfer to the budget even 
that part of their profits which subsequently was to be 
returned to them in the form of budgetary grants. The 
scarcity of investment goods needed for expansion of 
heavy industry prompted governments to restrict se- 
verely the supply of material resources made available 
to the less essential sectors for technical improvements, 
modernization and even capital repairs. In such circum- 
stances it was hardly expedient to relate the amount 
of finance left at the disposal of the enterprises to their 
profits. 


But even during that period the enterprises had a 
statutory right to retain a certain proportion of profits 
for the “director’s fund”, which would be used for 
bonuses, improvement of housing, health and cultural 
services for the staff and, in most countries, for improve- 
ment of production techniques. Payments into the di- 
rector’s fund consisted of a certain percentage of the 
enterprise’s profits, and therefore provided an incentive 


to improve efficiency and increase profits. Enterprises 
incurring losses were also permitted to make payments 
into their director’s funds, the payments being larger if 
the losses were smaller than planned. While the benefits 
derived from the existence of the director’s fund had a 
certain incentive effect, they did not provide much scope 
for the initiative of management as long as the amount 
of funds left at the disposal of the enterprise for further 
expansion was decided by higher authorities with little 
regard to the claims of the management of the enterprises 
and their profits. The lack of initiative of the manage- 
ment of individual enterprises, caused by over-centrali- 
zation, resulted in deterioration of productive facilities 
in certain sectors and in lost opportunities to increase 
output with relatively small additional investment. 


In recent years, in harmony with changes in the eco- 
nomic and political environment, reappraisal of older 
policies has been undertaken in all centrally planned 
economies. It is now generally believed that if the old 
system could in the past have been justified by the cir- 
cumstances, it has lost its validity in the present stage 
of economic development and become an obstacle to 
further rapid growth. Apart from improvement in 
methods of control through the banking system and in 
the quality of administrative personnel, the decisive 
factor influencing the change in financial policies was 
the fact that, at the present level of economic develop- 
ment, the need for an almost exclusive concentration on 
the growth of certain basic industries, often at the cost 
of neglecting other sectors, gave way to the possibility 
of a more integrated growth of all sectors of the econ- 
omy. After several years of extremely high rates of 
growth in industries producing investment goods and a 
considerable increase in their share of total output, 
production of investment goods has reached a level 
sufficiently high to support not only further expansion 
in that industry but also high rates of growth in other 
sectors. Moreover, during recent years greater emphasis 
has been placed on increasing the capacity of existing 
plants through modernization, replacement and capital 
repair, than on creation of new enterprises. This shift 
in policy has made it appropriate to reduce the propor- 
tion of the financial means which previously had to be 
transferred through the budget from some enterprises to 
others. Accordingly, it has become possible, not only to 
increase the share of these means left at the disposal 
of individual enterprises, but even to guarantee to 
enterprises the retention of a certain proportion of funds 
which they cannot normally be deprived of by the higher 
authorities. 


The importance attached to methods of allocating 
funds for investment is partly based on the conviction 
that it is not a matter of indifference whether the enter- 
prises do or do not retain certain rights to the disposal 
of their profits. Although investment targets may be 


4The percentage deduction from profits in excess of the 
planned quotas was considerably higher than the percentage 
applied to planned profits. 
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achieved by either method, the efficiency of individual 
enterprises—and therefore the aggregate cost of output 
and investment—may be considerably influenced by the 
methods applied; a link between its profits and the 
volume of funds left at the disposal of an enterprise 
creates an incentive for greater efficiency of manage- 
ment. 


Financial policies have been modified in accordance 
with these views. In some countries the new policies 
have been reflected only in a different attitude towards 
the role played by enterprise management in the formu- 
lation of the financial plan, but in others they have, 
in addition, been formalized in new regulations granting 
additional rights to the enterprises. 


In the Union of Soviet Socialist Republics and most 
of the other countries, statutory changes have increased 
the number of enterprises entitled to director’s funds 
(now re-named “enterprise funds”)° and have also in- 
creased the percentage of profits to be retained. In 
addition, however, there have been important adminis- 
trative changes. In practice, the supervisory organs now 
pay greater attention to the requirements of individual 
enterprises and tend to leave at their disposal, for in- 
vestment purposes, a greater proportion of their profits 
than formerly. This “decentralization” has taken the 
form of considerable increases in the influence of the 
management of individual enterprises in the preparation 
of investment and financial plans rather than the form 
of greater autonomy in making independent investment 
decisions. 


Poland and Czechoslovakia have moved further in 
the modification of financial policies than have the other 
countries of the group. In both these countries the tend- 
ency towards greater autonomy of the enterprises has 
taken the form of statutory provisions that normally 
assure the enterprises of the retention of a certain part 
of their profits, which cannot be reduced by ad hoc 
decisions of the higher authorities. In Poland, state 
enterprises were given the right to create development 
funds (apart from their enterprise funds) financed from 
their profits, the percentage being determined by their 
supervisory authorities. In addition, part of the profits 
is paid to the association’s reserve fund for redistribu- 
tion among the enterprises under its supervision. Profits 
in excess of these payments are transferred to the budget. 
A part of the development fund is used for financing 
increases in normative working capital and the re- 
mainder, together with the part of the depreciation 
fund left at the disposal of the enterprise, is used to 
finance capital repairs and new fixed investment. New 
investment financed out of this fund is, as in other 
countries, confined to technical improvements, rational- 
ization, replacement and limited expansion; it does not 
include, as a rule, construction of new plants, which 
is financed from budgetary grants. Moreover, if the 


° In most countries, the enterprise funds do not differ essen- 
tially from the former director’s funds. 


retained profits and the depreciation fund, calculated 
on the basis of existing regulations, exceed the financial 
requirements of the investment plan approved by the 
higher authorities, then the enterprise associations may 
temporarily freeze these sums. On the other hand, if 
retained profits and depreciation fall short of the au- 
thorized expenditure, the difference may be financed by 
short-term credit, or in some cases by budgetary grants. 


It should be noted that the statutory right in Poland 
to retain a certain proportion of profits for expenditure 
of the enterprises is not absolute. It may be restrained 
by the higher authorities if it is found that such ex- 
penditure would compete with claims of other sectors 
of the economy. It has been stated, however, that while 
some restrictions may occasionally be imposed on ac- 
count of the current situation, they should generally be 
avoided and gradually eliminated.® It should also be 
noted that payments to the development fund from 
profits exceeding the planned quotas are made accord- 
ing to a diminishing scale. This was done in order to 
avoid an excessive rise in the expenditure of enterprises 
over and above the planned quotas in case the rise in 
profits should exceed planned levels. 

In Czechoslovakia, the change in the policies concern- 
ing the retention of profits was even greater than in 
Poland. Before 1959 enterprises were allowed to retain 
a certain share of planned profits and a larger share of 
any additional profits. The use of funds retained from 
planned profits was restricted to the financial plans of 
the enterprises, but the use of the additional funds was 
relatively free. One effect of this system was a tendency 
of the enterprises to understate their planned profits 
so as to derive greater benefit from any over-fulfilment 
of the plan. Under the new system, the amount of 
retained profits is related to the increase in total profits 
over the preceding year and is determined by the super- 
visory agency on the basis of the performance of the 
enterprise and its need for technical improvement. The 
most significant innovation is the fact that the percent- 
age of retained profits is fixed for a long period—not 
less than five years—and that the retained profits and 
amortization funds, if not used during a given year, 
may be spent during the following years of the five-year 
plan. This enables the enterprises to plan their outlays 
in the most efficient way without fear that postponement 
of expenditure will result in larger transfers of profits 
to the budget. 


The establishment of closer links between the profits 
earned by the enterprises and their expenditure on in- 
vestment need not result in a disruption of the general 
financial plan, It means only that a larger proportion of 
the enterprises’ financial requirements is taken as a 
datum by the higher authorities and cannot be deliber- 
° In the past, the practice of freezing or confiscating the funds 
not spent during a given year induced management to spend the 
sums on capital repairs or investment before the end of the year, 
even when it might otherwise have been more profitable to post- 
pone the expenditure. 
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ately changed in the course of preparing the plan. Since 
these resources can generally be used only for technical 
improvement, rationalization, replacement and_rela- 
tively limited enlargement of the enterprises, and since 
building of new plants is in any case financed by the 
budget, the planning authorities can, if need arises, keep 
the enterprises’ total outlays under control by increasing 
or reducing the budgetary grants. Thus, as long as the 
accumulated profits and depreciation funds are used in 
accordance with the annual financial plans, no problem 
of imbalance need result from the increased autonomy 
of the enterprises. Revenues in excess of those planned 
for will not result in excess demand even if the enter- 
prises are free to use them without prior approval of 
the higher authorities, provided that there are sufficient 
stocks of the required goods. In most cases, however, any 
upward revision of planned expenditure by the enter- 
prises has to be approved by the higher authorities, 
which normally give their approval only if supplies are 
sufficient to meet the additional demand. Although, in 
general, over-plan demand has been rather limited, the 
relaxation of controls over the finances of the enterprises 
in Czechoslovakia and Poland resulted in a considerable 
increase in unplanned revenues and investment outlays 
in 1959. This imposed significant strains on the econo- 
mies of these countries. In Czechoslovakia, the rising 
demand was met by an increase in supply, but in Poland 
the pressure resulted in a substantial increase in the cost 
of construction and prompted the imposition of restric- 
tive measures on further investment expenditure. 


Credit policy 


At the inception of central planning, the financing of 
fixed investment by bank credit played a significant role 
in most of the centrally planned economies. In the Soviet 
Union in the early nineteen thirties, and in several other 
countries between 1945 and 1950, relatively substantial 
parts of fixed investment were financed by credit. In the 
Soviet Union, credit financing of state fixed investment 
was temporarily reintroduced during the Second World 
War and again abandoned at its end. In Eastern Ger- 
many, Hungary and Romania in 1948, in Bulgaria in 
1951 and in Czechoslovakia in 1952, the financing of 
fixed investment by credit was eliminated and replaced 
by budgetary grants. In mainland China, however, the 
role of credit in the financing of fixed investment in the 
state sector was, and has remained, insignificant. The 
elimination of credit financing for fixed investment was 
then largely influenced by a trend towards centraliza- 
tion, restriction of the rights of individual enterprises 
and the reduction of funds left at their disposal. 


More recently, the reversal of this trend has resulted 
in a reappraisal of the role of credit in the planned 
economies. Various proposals have been advanced, 
among which the most far-reaching would have replaced 
the budgetary grants for fixed investment with interest- 
bearing credits. According to these views, the obligation 


to repay the credits and to pay interest on invested funds 
would induce the management of enterprises to econo- 
mize on capital outlays, avoid the accumulation of idle 
equipment, and base their investment proposals on a 
more careful calculation of the relative costs of various 
combinations of capital and labour.? 

: < 

These suggestions did not imply, in most cases, any 
replacement of present methods of managing individual 
enterprises by a system in which the activity of the enter- 
prises would be influenced solely by the credit and fiscal 
policy of the government. But even so they were not 
generally accepted, the prevailing opinion being that as 
long as centralized control over the plans of individual 
enterprises and centralized allocation of finance are re- 
quired, budgetary financing is more effective than bank 
financing provided that certain defects in the present 
system are eliminated. Enterprises could be induced to 
economize investment by various means, including, if 
necessary, charges on capital which could be imposed 
by the state without resorting to bank credit.® It is, how- 
ever, generally believed that while budgetary grants 
should continue to play the major role in external fi- 
nancing, they should be complemented by an enlarge- 
ment of the scope of credit financing in order to make 
the system of investment finance more flexible. 


Additional flexibility is desired largely in order to 
provide the enterprises with funds for financing invest- 
ment expenditures not foreseen in the original plan. 
Credit requirements for these unforeseen expenditures 
are in most countries estimated only in the broadest 
terms, by the planning authorities, and the quantity of 
finance actually required for this purpose may exceed the 
originally estimated quotas, provided, however, that the 
financial means at the disposal of the banks are increased 
correspondingly. It has been argued that since the ex- 
pansion of credits for fixed investment will result in an 
increase in demand for investment goods, the credits 
should not simply be estimated but should be carefully 
planned in conjunction with the planning of additional 
supplies of investment goods, in accordance with the 
general principles of the planning of fixed investment. 
In practice, however, such a method of planning could 
not be applied because the extension of credits is usually 
determined by the mobilization of additional materials 
resources, the amount of which is not known to the 
relevant authorities at the time of the preparation of 
the plan. 

Although credit financing of fixed investment has 
been more extensively used in recent years, its scope has 
remained relatively limited in most of the centrally 


7 The problem of the determination of the interest rate or of 
differential interest rates was to be solved in a way similar to 
that used in the calculation of the coefficients of efficiency 
applied by the planning authorities to the choice between various 
investment projects. For more details, see United Nations, World 
Economic Survey, 1959 (Sales No.: 60.11.C.1). 

8 It was also suggested that the planning and project boards 
which select projects for investment are able to estimate the 
relative efficiency of alternative projects more effectively than 
the managers of individual enterprises. 


98 


Part I. SAVING FOR ECONOMIC GROWTH: ITS SOURCES AND TRENDS 


planned economies. In the Soviet Union, no credits are 
eranted for the construction of new enterprises or for 
their equipment; state enterprises can receive credits 
only for investment to introduce new techniques, small- 
scale mechanization and rationalization, The granting 
of these credits is dependent upon the ability of the 
enterprise to repay them within three years or less” out 
of the additional revenue resulting from the improve- 
ments, provided that the improvements were not origin- 
ally included in the plan.!® In addition, in order to 
stimulate the output of consumer goods the enterprises 
may receive credits for expanding their production as 
well as for improving its quality. Credits may also be 
granted for improving such services to the workers as 
housing. The two latter types of credit are repayable 
within one year. 


In each case the credits are granted for a fixed period 
and for strictly specified purposes and their utilization 
is controlled by the bank. They are interest-bearing and 
the rate of interest is sharply increased if they are not 
repaid on time. During 1957 and 1958 the total of 
credits granted for the introduction of technical im- 
provements amounted to approximately 7.5 billion 
roubles, or about 2 per cent of total fixed investment. 


In most of the other countries, where credit financing 
had been almost entirely eliminated by 1954, this type 
of financing was revived during that year, mainly in 
order to increase the production of consumer goods 
beyond the levels originally planned. During the subse- 
quent period, credit financing was further extended for 
purposes similar to those in the Soviet Union, that is for 
technical improvements, rationalization and small-scale 
mechanization. In Eastern Germany and Hungary, credit 
was also used to finance investment tending to reduce 
import requirements or expand exports. The principles 
applied to the granting of credit in these two countries 
were similar to those in the Soviet Union, while the share 
of credits in total financing was somewhat greater than 
in that country. Only in Poland and Czechoslovakia has 
the role of credit in financing fixed investment increased 
more significantly. 


In Czechoslovakia where, until 1952, credit financing 
played a much greater part than in the other centrally 
planned economies, this form of financing was almost 
completely eliminated during the following period. In 
1955, as in the other countries, bank credits were ex- 
tended to light industry and to the food industry to 
finance fixed investment designed to raise output above 
the planned quotas. During the following years, credit 
was also made available for mechanization and rational- 

* For most industries the credits are granted for a period not 
exceeding two years. The three-year limit is applied to the 
following industries: coal, metallurgy, chemical, petroleum and 
engineering. 

10 Enterprises under local supervision may receive credits for 
the construction of new plants producing consumer goods. Where 
investment work is performed by the employees of a given 


enterprise, the expenditure on wages financed by credit cannot 
exceed 40 per cent of the credit granted, 


ization in all branches of industry. In consequence, be- 
tween 1956 and 1958, the volume of investment credit 
outstanding rose considerably. The reform of the man- 
agement of state industry introduced in 1958 resulted in 
a further extension of the role of credit financing. The 
new system provided for long-term investment credit to 
accelerate the expansion of state enterprises during the 
current five-year plan of economic development. Credits 
are granted for a period of from two to six years and 
are repaid from the additional profits resulting from 
the expansion which the credits make possible. 


In Poland, investment for technical improvement and 
modernization of existing enterprises as well as for 
capital repair may, according to the new regulations, be 
financed in part by bank credits. The credits are granted 
for investment not included in the annual plan and may 
he used for purchases of machinery and equipment. 
They are repayable within three years of the termination 
of the projects financed by these credits. 


Although the role played by credit financing has been 
ereater in Poland and Czechoslovakia than in the other 
centrally planned economies, its share in the total fixed 
investment of the state sector has remained very small. 
On the other hand, the fixed investment of private and 
collective farms, and private housing in urban areas, is 
financed to a much greater extent by credits. These 
credits are extended by specialized banks which receive 
budgetary grants for this purpose. 

Unlike its part in financing fixed investment, the role 
of credit in financing working capital is of considerable 
importance in all of the centrally planned economies." 
Such credits are extended periodically to state enter- 
prises for short periods of time and for definite purposes. 
Each enterprise is endowed by the state with normative 
working capital to cover its minimum operating require- 
ments. Increases in normative working capital are gen- 
erally achieved through deductions from retained profits 
of the enterprise and, if necessary, by budgetary grants. 
In some cases. however, a smaller or greater part of 
normative working capital is financed by credit. The 
need for additional funds arising from seasonal fluctua- 
tions in inventories and from changes in inventories 
caused by uneven distribution over time of purchases of 
raw materials or of shipments of goods produced by the 
enterprises, is covered by bank credit. Similarly, bank 
credit is available for financing goods in transit. Since 
in all planned economies commercial credit is forbidden 
in relations between enterprises, the value of goods 
shipped but not yet paid for also gives rise to credit 
financing. 

The policy of keeping the working capital of enter- 
prises at a minimum level and making extensive use of 
credits is largely based on the view that this method 
provides additional means of control over enterprises’ 


‘In the Soviet Union, for example, about half the working 
capital of the state sector is financed by bank credits; this 
includes the working capital of purchasing agencies and trade 
organizations, most of which is financed by credit. 
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use of their funds and is an inducement to greater efhi- 
ciency. Since the enterprises pay interest on the loans 
and since the rate of interest increases if their repay- 
ment is overdue, credit financing of working capital 
should create an inducement to maintain stocks at a 
minimum level. In addition, the banking system has the 
right to refuse credits when stocks are considered exces- 
sive, provided that their accumulation has not been due 
to external circumstances. While most such credits are 


planned, the banks also finance the increased demand 
for working capital necessary for any over-fulfilment 
of the plans. In recent times such credits have been re- 
fused in several countries in order to prevent the over- 
fulfilment of production plans in cases when such 
increases were not called for by the demand for specific 
goods or when they would have created the risk of 
raising the wage bill above the level corresponding to 
the available supply of consumer goods. 


Changes in saving and financing, 1950 to 1959 


In analysing the pattern of saving and investment 
during the period 1950-1959, a number of conceptual 
and statistical problems have to be faced. The conceptual 
problems arise from the fact that the definitions of var- 
ious sectors of the economy that are used in other coun- 
tries are unsuitable in the centrally planned economies. 
The essential differences between state enterprises. col- 
lective farms and private producers make it inappro- 
priate to combine these into a single enterprise sector. 
State enterprises differ from the others in that they 
transfer a considerable proportion of their revenue to 
the state budget and receive budgetary grants; their 
profits, saving and investment are planned and subject 
to direct control by the state. Collective farms differ 
from private producers in that they are compelled by 
statute to allocate a certain proportion of their income 
to an “indivisible fund” which is somewhat analogous 
to the familiar concept of undistributed profits. There- 
fore, state enterprises, collective farms and private pro- 
ducers are treated separately in this chapter. The latter 
are included in the private sector along with households. 
mainly for statistical reasons.'? The state enterprise 
sector is defined to comprise all state and industrial co- 
operative enterprises established on the basis of “eco- 
nomic accounting’, whether producing goods or 
services.** 


Separate treatment of the state budget and the state 
enterprise sector may be questioned as being purely 
formal, since the decisions about saving and investment 
in these sectors are not only closely interrelated but are 
subject to a single plan. While this is true from the point 
of view of the economy as a whole, the differentiation 
between these sectors is important from the point of 
view of investment finance and therefore is maintained 
in this chapter. This distinction. however. is made only 


12 In many instances it was not possible to separate the saving 
and investment of households from those of private producers. 
Conceptually, the income of private producers, as distinct from 
that of state enterprises or collective farms, can be assimilated 
to the income of households. 

13 However. while data on gross income and saving cover all 
the enterprises mentioned above, those on value added exclude 
enterprises providing services to consumers which, according 
to the definition prevailing in the centrally planned economies, 
do not produce income. This difference in coverage Is not very 
significant because only a relatively small proportion of such 
enterprises is established on the basis of “economic accounting . 


with respect to revenue and saving. The lack of data 
does not allow separation of investment in the state 
enterprise sector from general government investment, 
inclusive of reserve funds and stockpiling. Saving of 
these two sectors is not compared, therefore, with their 
respective investment. 


Budgetary saving is defined as expenditure on fixed 
investment plus budgetary surpluses. Lack of informa- 
tion prevents the inclusion of budgetary grants for ex- 
penditure on working capital and other types of saving. 
Similarly, it has not been possible to take into account 
the influence on budgetary saving of subsidies paid to 
industries producing investment goods. The inclusion of 
these subsidies would probably result in a significantly 
greater value of investment and saving as defined in 
this chapter. 


Saving of the state enterprise sector is defined as 
resources retained by the enterprises operating on “eco- 
nomic accounting” after deducting from their gross in- 
come all payments to the budget.?* Gross income of the 
sector is defined as including the following items orig- 
inating in this sector: total profits, the turnover tax, 
and the part of the amortization allowances not ear- 
marked for capital repairs.’ 


The saving of collective farms is composed of money 
payments into their “indivisible funds” and of con- 
tributions to these funds in the form of labour of col- 
lective farmers spent on capital construction. The 
definition of private sector saving follows general usage. 
Lack of other information makes it necessary, however, 
to estimate private saving from data on investment from 
own resources. increases in savings bank deposits and 
cash holdings. Private equity saving includes the value 
of own labour contributed by the urban population (to 
the construction of their own homes, for example) but 


‘tin the case of enterprises running a deficit, this includes 
also some budgetary grants for various funds of the enterprises. 
Such contributions to the “saving” of the enterprises were signi- 
ficant only in Poland. 

1° In the centrally planned economies amortization is divided 
into two parts, one earmarked for capital repairs and the other 
for investment. Since data on fixed investment do not include 
the sums spent on capital repairs, this item was also excluded 
from the gross income of the enterprise sector as defined in this 


chapter. 


100 


Part I. SAVING FOR ECONOMIC CROWTH: ITS SOURCES AND TRENDS 


does not include the value of own labour in the con- 
struction of dwellings in rural areas because the latter 


data are unavailable. 


The paucity of data and a lack of comparability 
between different series prevent presentation of the 
information in an integrated form. The relative im- 
portance of the saving of each sector could not be 
measured in relation to total saving but had to be ascer- 
tained by its ratio to total fixed investment. Moreover, 
data on the state enterprise sector are not sufficient for 
an analysis of changes over time. Thus, the discussion 
of this sector, which plays a predominant role in the 
national product of the centrally planned economies, 
had to be confined to a single year—1958—the only one 
for which a relatively consistent set of data could be 
derived. 


The lack of adequate data on international capital 
flows makes it impossible to ascertain the part played 
by external financing in budgetary expenditure on in- 
vestment. Long-term credits granted or received are as 
a rule included in the budgetary accounts, but in most 
cases they cannot be separated for lack of information. 
An attempt has been made, however, to assess the mag- 
nitude of foreign loans by relating them to total fixed 
investment. 


In consequence, the statistical information presented 
below and derived from fragmentary and not always 
precisely defined data should be viewed with caution. It 
is believed, however, that notwithstanding these quali- 
fications the following review approximates reasonably 
well the actual relationships between income, saving and 
investment in the centrally planned economies during 
the nineteen fifties. 


BUDGETARY SAVING 


Among the types of saving defined above, by far the 
most important in all of the centrally planned economies 
is budgetary saving. Strictly defined, budgetary saving 
should include grants to enterprises for financing fixed 
investment and increases in working capital, grants to 
the banking system, financing of state reserves and stock- 
piles, foreign loans and aid and budgetary surpluses. 
The paucity of data, however, makes it necessary to 
restrict the concept of budgetary saving used in the 
following discussion to its two main components: grants 
for financing fixed investment and budgetary surplus. 
These two items have probably accounted for over 80 
per cent of total budgetary saving in most cases." 


For similar reasons it is necessary to restrict the con- 
cept of total national saving to national expenditure on 
fixed investment, which accounts, on the average, for 


about 80 per cent of total saving, the remaining 20 per 

ey Data on budgetary surplus were used as reported in official 
statistics, including foreign borrowing and subscription loans to 
the state by the population. Whenever possible, howeyer, an 
adjustment was made to exclude state borrowing from savings 


banks. 


cent consisting of investment in working capital, govern- 
ment reserves, stockpiling, and the like. In terms of 
these restricted definitions the ratio of budgetary saving 
to total saving varied from 67 to 74 per cent during 
the nineteen fifties as a whole, as is shown in table 3-134 


Differences between countries in the ratio of budg- 
etary saving to total saving thus seem to have been 
relatively small over the period as a whole. They were 
larger within the various sub-periods, partly reflecting 
different timing in the adoption of new practices in 
financing investment. 


In most countries there was a downward trend in the 
ratio of budgetary to total saving. In mainland China, 
however, the ratio rose from about 64 per cent in 1950- 
1953 to 75 per cent in 1954-1957, and while it declined 
somewhat during the subsequent period, it has never- 
theless remained considerably higher than in 1950-1953. 


In most centrally planned economies the period be- 
tween 1950 and 1953, when the share of budgetary 
saving was highest, was characterized by a considerable 
increase in the rate of investment, and an upwatd move- 
ment in the prices of consumer goods and the rate of 
turnover taxation.'* These developments were obviously 
interrelated. The increase in the rate of investment 
partly conditioned the rise in prices, while the latter, 
in turn, tended to expand the role of the government 
budget in transferring profits!® away from industries 
producing consumer goods in order to finance invest- 
ment in the less profitable producer goods sector. Per- 
haps even more important at this time was the prevailing 
tendency towards overcentralization of control, imply- 
ing great reliance on the controlling function of the state 
budget. It should be noted, however, that in most coun- 
tries during that period, the bulk of investment con- 
sisted of new construction, the extension of existing 
facilities being relatively unimportant. Budgetary 
financing was particularly suited to investment of the 
former type. 


After 1953 many of the factors which had enhanced 
the role of the budget in the financing of investment 
ceased to operate. The most important development 
tending to reduce this role occurred, however, only in 
the most recent-period, with the introduction of measures 
tending to increase the quantity of funds left at the dis- 
posal of enterprises for financing their needs. The some- 
what different trend in mainland China was attributable 
to the fact that the share of the state sector in the 
national economy continued to increase during most of 
the period, and the intense investment drive associated 


'* The true proportion was probably not very different from 
that indicated in the text, since both the numerator and the 
denominator of the ratio were probably underestimated in the 
same order of magnitude. ; 
: 'S Except in the Soviet Union. See United Nations, World 
Economic Survey, 1957 (Sales No.: 58.11.C.1), pages 112 ff., and 
United Nations, World Economic Survey, 1959. a 

19 Including turnover taxes. For a discussion of the distinction 
between prohts and turnover taxes on consumer goods see 
World Economic Survey, 1957, page 113. —— 
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Table 3-1. Budgetary Saving in Relation to Total Fixed Investment, 1950-1959" 


(Percentage) 
Country and item 1950-1959 1950-1953 1954-1957 1958-1959 
Bulgaria 
Grants for fixed investment, and surplus....... 66.6 98.0 
Grants for fixed investment. .... : ett eae 52.0 64.9 ae in 
China (mainland) 
Grants for fixed investment, and surplus....... 72.5 63.5 T38 73.1 
Grants for fixed investment............... 68.3 55.8 71.9 69 
Czechoslovakia 
Grants for fixed investment, and surplus....... 67.8 87.4: 75.44 50.3¢ 
Grants for fixed investment............... 65.0% 83.6° 70.94 49.5¢ 
Eastern Germany 
Grants for fixed investment, and surplus. ..... 70.0 98.5 60.0 64.7 
Grants for fixed investment............... 60.4 tel 56.0 55.6 
Hungary 
Grants for fixed investment, and surplus....... 74.4 17.9! 77.96 58.85 
Grants for fixed investment............... 66.1» 74.2! 66.5« 52.4 
Poland 
Grants for fixed investment, and Surplis:..... 4.2 114.5 72.6 NO) 
Grants for fixed investment............... 65.1 81.5 68.9 52a 
Romania 
Grants for fixed investment, and surplus....... 75.71 71.6¢ 
Grants for fixed investment............... 64.5% 56.8¢ 
USSR 
Grants for fixed investment, and Surplus sire. : 68.8 ied 66.3 63.4 
Grants for fixed investment............... 61.6 65.4 63.0 56.1 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data published in official sources. 

* The data presented in this table and the follow- 
ing tables in this chapter are estimates derived in 
many cases from fragmentary or inadequately de- 
fined statistical series. They should, therefore, be 
considered only as broad approximations indicating 
the general order of magnitude and direction of 
change. “Total fixed investment” in this table and 
the following tables in this chapter designates the 


ith the construction of new enterprises and the setting 
» of new industrial centres continued well into the 
te nineteen fifties. 


During the nineteen fifties, budgetary saving in most 
vuntries averaged between 22 and 27 per cent of bud- 
“tary revenue, as can be inferred from table 3-2. The 
‘oportion was considerably higher in mainland China 
about 40 per cent—and lower in Eastern Germany— 
»out 14 per cent. In interpreting these variations ac- 
sunt needs to be taken of the fact that the ratio of 
idgetary revenue to national income, shown in table 
2, also varied from country to country. For the period 
;a whole this ratio averaged 66 per cent in Eastern 
ermany, around 60 per cent in Bulgaria, Czecho- 
ovakia and the Soviet Union, between 52 and 55 per 
‘nt in Hungary and Poland and 32 per cent in main- 


nd China. 


The relatively low ratio of budgetary receipts to 
ational income in mainland China was largely due to 


total national expenditure on fixed investment. 

> Average of data covering the years indicated in 
the footnotes to other columns. 

© 1953. 

41956. 

e€ 1959. 

£1950, 1953. 

£ 1954-1956. 

b 1958. 

11955. 


the predominantly agrarian character of the country, 
which affected both the revenue and the expenditure 
sides of the budget. The expenditure side was influenced 
by the fact that national expenditure on services and its 
share of budget expenditure was much smaller in main- 
land China than in more urbanized countries, whereas 
budgetary receipts were relatively lower than in other 
countries because of the largely non-monetary character 
of agricultural income and the fact that agricultural 
taxes were mostly paid in kind.?° But while budgetary 
appropriations of mainland China accounted for a 
smaller proportion of national income than in other 
countries, the proportion saved was higher, and in con- 


20 In addition, in mainland China, the budget both on the 
receipts and expenditure sides operated on a more “net” basis 
than in the other countries. Thus, differential payments (see 
footnote 24), representing the difference between domestic and 
foreign prices, were much smaller in mainland China than in 
other countries. The same was true of subsidies paid to domestic 
producers, which were relatively insignificant in mainland China 
during most of the period although they have become more 
important in recent years. 
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ing in Relation to National Income, 
: 3.2. Budgetary Revenue and Budgetary Saving in 
rite : 3 1950-1959 
(Percentage) 
Country and item 1950-1959 1950-1953 1954-1957 1958-1959 
Bulgaria 61.9 
62.2 63.2 61.9 
Budgetary réceiptse... 2 3... eo er 
Grants a fixed investment, and surplus....... 13.6 20.0 12.4 10.9 
China (mainland) ¢ ee 
Budgetary receiptsiy.0 1.4 ¢e acter: ee a 31.6 ie a a 
Grants for fixed investment, and surplus....... 12.8 ; : 

‘zechoslovakia ; : ar 
Budeetary receipisa.: .anec sunset nen: 61.6% an oo a. - 
Grants for fixed investment, and surplus....... 13.48 4.7 és : 

Eastern Germany - f F 
Budeetary receiplss...c2e on hon erase eo 65.7 a a ey 
Grants for fixed investment, and surplus....... 9.0 10.5 if : 

Hungary eee 

Bitdsetanvireceiptsnris: | qs see cua Aine tree el — 
Grants for fixed investment, and surplus. ...... : . 

Poland p & 

ud setary rece! poi ae heise eevee) ae aera 53.38 33-3 ae 
Grants for fixed investment, and surplus....... 14.3 17.0% 14.1 3.7 

USSR ae 
Budgetary receiptS 4.0 casa snes es sels 58.2 62.9 Did 54.0 

Grants for fixed investment, and surplus..... 14.8 5.5 14.0 15.4 

Source: See table 3-1. © 1956. 

« Average of data covering the years indicated in 4 1959. 

the footnotes to other columns. 

POS3. e 1954-1956. 


sequence budgetary saving averaged about 13 per cent 
of national income, or only a little less than in most 
of the other countries. 


In Eastern Germany, the proportion of national in- 
come appropriated by the budget was higher than in 
other countries, but this difference was not sufficient to 
offset the effect of lower ratios of budgetary saving to 
budgetary receipts. In consequence, budgetary saving 
amounted on the average to 9 per cent of national in- 
come, that is, to less than that in any other centrally 
planned economy. 


In most of the centrally planned economies the pro- 
portion of budgetary revenue saved during more recent 
years was considerably lower than in 1950-1953, the 
opposite being true only for mainland China and the 
Soviet Union. On the other hand, the proportion of the 
national income appropriated by the budget declined 
between these two periods in several countries, although 
it rose in mainland China and Poland. The final result 
of these changes, varying in direction and intensity, was 
that budgetary saving in relation to national income 
declined during recent years in all countries except 
mainland China.*! 


One of the most important competing uses of bud. 
getary revenue was current expenditure on the national 


1 In the Soviet Union, this ratio in 1958-1959 was at the same 
level as in 1950-1953, but higher than in 1954-1957. 


economy.”” Since in most cases the available statistics 
do not show current expenditure separately, it had to 
be estimated for table 3-3 and the following discussion, 
as the difference between total expenditure on the na- 
tional economy and budgetary grants for fixed invest- 
ment. It therefore includes, apart from current outlays, 
expenditure on working capital, government reserves 
and stockpiling. In spite of this, table 3-3 satisfactorily 
indicates the relative importance of current expenditure 
on the national economy because it is doubtful whether 
the included capital items exceeded, on the average, 
5 per cent of total budgetary revenue. 


In most countries current budgetary expenditure? on 
the national economy amounted on the average to be- 


“2 The budgetary statistics of the centrally planned economies 
are not classified into separate current and capital accounts. 
Total expenditure on the national economy, comprising both 
current and capital outlays, was the largest item in all countries, 
and in most of them accounted for more than one-half of total 
expenditure. Current expenditure on the national economy in- 
cludes subsidies, expenditures on geological prospecting, research 
and development, training of manpower, adoption of new tech- 
nology, outlays of enterprises whose current expenditure is 
financed by the budget, and the like. To the extent that some 
of these expenditures tend to lower the price of investment 
goods, the problem arises whether they should not be considered 
as saving. In this study, however, investment is valued at market 
prices rather than at actual cost and no attempt is made to 
evaluate the latter. 


°S Including investment expenditures other than for fixed 
capital, 
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Table 3-3. Distribution of Budgetary Expenditures, 1950-1959 
(Percentage of total) 


Country and ilem 1950-1959 1950-1953 1954-1957 1958-1959 
Bulgaria 

Nanonl COON ON Viger Peet rear iy Se res circto, «,, 51.6 46.9 52.4 Do.9 
Fixed amvestmentivs.<t.c...<.+cc.... 2... 18.1 21.0 I¢22) IS, Il 
UU cg eT oa Onn ane Se) 209 34.5 40.8 

Health, education and welfare................ 212 18.6 23.0 DA 

Daten ae See ee 8.9 10.2 9.5 KO) 

PUM REI 0 kr ne ek kok eon... 3.9 4.5 3.9 3.0 

Other, including budgetary surplus............ 14.4 19.8 2 208 

China (mainland) 

INeikiomal GGqnOmy. 6.05. ker ee ccc ade scans ol. 36.6 DU 60.9 
Hrscedsimvestment: o..< ecco secre be coin ec cecs 38.5 223 ae oe 
Otheraeee weer paen hs Fee ewe hg): 12.6 14.3 De : 

Health, education and welfare................ 12.6 MER? 14.0 10.6 

Sten CERES ee ers ee tek eee oe 19.7 NO} 5) PAP 2 

ACIMIMISULAELOM Seema ee ee te ee ee 8.0 thie 7 8.2 5.4 

Other, including budgetary surplus............ 8.7 8.0 6.3 11.9 

Czechoslovakia 

PistRE GOONONRY «x sys des ns sie wide snwnw es « 53.08 58.4 53.4 47.7 
EER NEVESLIIEON ber ac: ers o is cae oasotec oat e DRAB 19.6 
Oihewe seer arr elo fee ae Pe 30.6 28.1 

Health, education and welfare................ 32.9a 27.15 all 39.4 

DCT COTO M ree ce ep oe he le ack ne 94a 8.0% 10.2 9.3 

ALMMUINESEPATIGNEN ET ott oie eo kb icicateaa ee oak 4.08 4,8» 3.9 au) 

Other, including budgetary surplus............ 0.78 178 0.3 0.3 

Eastern Germany 

Ee Boe ot Oe eee a 39.4 Sia 41.0 Fee 
HEKEO PRVESEMEME o0,- ese asijc ele coe og bow ek Gs 11.6 IO NOR Was 
Cher meee ee Pie cy SD 27.8 26.3 30.3 va 

Health, education and welfare................ 30.2 31.6 BONG ae 

Delenee Seems or Ve ek Ned n 4 hse eae 7.8 10.8 4.6 a 

PNGTTN Sn SS re Ta" 2 ee Se i ‘9 9.7 Wie) ; 

Other, including budgetary surplus............ ou 10.4 Vea 

Hungary 

ction eck ie a ee 34.2 53.0 04.7 ae 
Ppeetanyestment mrss: 2 cies «ces a ssiecdesg ass PD) 28.6 18.4 ae 
Be Mere ee a Ode Oe | Pane emne ne near ras BPP) 24.4 36.3 Hee 

Health, education and welfare................ 23.9 19.0 ce ue 

(We Stitt 5 eed ae eee eae oe ea 10.3 ie ce ae 

GENIGEP LIONS ne ors ic en as we nas 9.2 WO, ae ie 

Other, including budgetary surplus............ 2.4 4.4 ; : 

Poland 

Se ee SET te ee ere 53.8 ae a ane 
EXCEL RIVGCSTIEIIE 0 os wa oec oe ced Bi euteo bese: alent ma eee aie a 
Cierra ee are Soe A eae aoe 28. oa ae ne 

Health. education and welfare................ se aed Ba 

rei rice eee en ed seh eg 2 SS a Societe as ies oe es le 

PRANEER ERT LON ese FF a | ick esc oud ered oneie /ien ds. ine 7 ae 

Other, including budgetary surplus............ 4. ‘ é 

Romania _ 9 

IN ASiCTIN PEOMONNG cs adie cc ns ve a sine besa eee 56.2 BY) ay te 
exer TIE OSeIERIE ce soe esto abit bm vce lees oe ae 
RCL oe ee cc shan Sirs Sas re ene Bee 

Health, education and welfare..............-. ae es ae HE 

DETER eecer tir tein Haire an Hinman eee ee? “ Ae ae a 

NOMMIISTFATION. soi fee «os em pelsiaeec eee he ae a4 ae 

Other, including budgetary surplus..........-. . 

USSR 36.5 41.8 44.1 

ie pe Nas a el 28 30.7 23.0 25.2 
Sp yerabbanZosuata\caaity, eon oie het nee PERCE Te EO ae ae 18.8 18.9 
Chee RM etieaty. SR Rare dupes ® eects ta a coe ne Be 

Health, education and welfare...........-++-- 175 20.6 17.4 13.4 

5) f ; 

[CT Gea ee Gd ele cht hanrbanala bois ot a oe aa Oe 7 

INGR TST Hei ntelnit cee pci Bee St teh tect cE Cen Ee Rene ie ae 100 8'3 

Other, including budgetary surplus..........-- . 


iS ble 3-1 ¢ Including the cost of maintenance of occupa- 
Source: See table 3-1. 


8 1952-1959. tion forces. 
b 1952-1953. 
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countries with a higher level of industrial development 
or urbanization. Their ratio to budgetary revenue in 
1950-1959 ranged from 35 to 13 per cent, with the high- 
est share in Eastern Germany, followed in descending 
order by Czechoslovakia, the Soviet Union, Poland, 
Hungary, Bulgaria, Romania and mainland China. In 
all these countries, except mainland China, the ratio 
tended to increase. Expenditure for defence, as reflected 
in budgetary statistics, absorbed between 8 and 10 per 
cent of budgetary revenue in most countries during the 


tween 28 and 35 per cent of budgetary revenue. The 
percentage was lower only in two countries — 13 per 
cent in mainland China and 18 per cent in the Soviet 
Union. It is notable that, unlike grants for fixed invest- 
ment, these expenditures tended to account for an in- 
creasing share of budgetary expenditure over time. Only 
in very recent years and in a few countries had this 
ratio levelled off. 


Expenditures on health, education and welfare were 
also important. They tended to be relatively higher in 


Table 3-4. Distribution of Budgetary Revenue,’ 1950-1959 
(Percentage of total) 


i ne ee ee UU IEEE SEEDS SSIES EES SSR SEE 


Country and item 1950-1959 1950-1953 1954-1957 1958-1959 
Bulgaria 
sl Nowsavenisie Seb Sl, ane oe ad om ela edie Ure 6 Sat 30.3 25.0 33.4 Silva 
Appropriations from promis. oso ace ue. <5 1 13.6 US. 7 11.0 14.9 
Contributions to;socialicecunitvan niente 6.1 api 6.0 6.6 
Rersomalmilconentaxe semaine inant: 9.5 10.7 9.8 ia 
OWING TKAVEMWE: noe osnoedocounnoaucegsoeun: 40.5 43.0 39.8 39.9 
Czechoslovakia 
ENIGIMONET, LANG Sete ate tomar eae ease eae yer ees: 49.5 48.2 50.1 48 
Appropriations from profits.................. 19.2 25.6 yet ham 
Contributions to social security. . . . ial 16.2 14.4 ad 
Rersoialeimcomenta:xesey tant en teen ners atte es 9.9 LS 11.8 
Oeherirevemue ares aun soe odo eeec oe ee 4.9 0.1 6.9 
Eastern Germany 
TRUST RAT TERS. ado oc oa e oeecddocuecueotlaed: a, ae 44.4, 
Appropriations trom prolitss , s.m.s anaes oe ane ed a 15.4 
Contributions 10, social security... 2.74 16.3 16.9 1Gcs 1S 
Rensomaleimo ones tae cer eaten aerate eee 6.6 7.8 6.3 5.8 
Othersrevemlerer we wore rine tee ae 19.9 21.8 18.2 19.1 
Hungary 
Turnover Ue eS orc tap egestas a oor: Cee 92.6 52.8 59.7 34.8> 
Appropriations from. prolitey We a. ce. eee. oo. 19.2 28.1¢ 8.6 31.3> 
Contributions to social SECUNIA Aes euelenaente tarts ren aye 7.2 “69> 
Bersonalnncomerstaxessee een sen a een NOS 14.2 8.9 8.1 
: a TOVETINICIS or) tal as Meee ee pe deed te nite ips. 156 18.9» 
olan 
Turnover CD Cora tom nh Meron paa Oe mea ee be oan 39.8 33.6 
Appropriations from profits.................. akape 9.0 8.4 
Contributions to social security............... Vie 10.8 i 1. 3 ] 1.5 
Personal income taxes....... ; 6.4 4 76 
ee Peder AE : 5.6 6.0 7.6 
Otherreyennies sacsgn ose el one. er 33.9 38.8 
Romania a 
Turnover taxes 37.4 
LAK OR Beayen oe Rae «Acerca sae Cad 7. 3 37 SY 
Appropriations from DEOlitererea rr minas Reen ce. 15.8 i 7 a Or 
Contributions to social security............... 4.8 37 1.9 5.9 
Personal income taxes....... : 8.3 7.¢ 85 eo. 
an ME TAXES cacti e eee ee e 6 ts ie) 8.6 
CLLET SHEN GLUULG parte a. gen Oh rnc Ave eeetak Tee cee Boe Sie 34. 34.3 
USSR © 4 . wT. 
Turnover taxes 7 5 
Ag 8. <6) ahah Wa Ror ncn tain eins fe 46.7 : LS : 
Appropriations MONA PAHLOWMIT., 4 Gown aeu so a oA 16.4 ie oo ae 
Contributions to social security............. 4.8 1.5 4c a 
Personal income taxes... ... Doe se ee 8.5 9.0 ae ss 
ree ; Sag Ss tee? Soy Aen Mame Seat gee S . oO. ded 
Onion REVENUE tc. y p0qrh ec Peer een ee. TSS 23.9 24.2 22.0 
aie See table 3-1. ments are probably included in tl i 
“**Personal income taxes” include fees ; ae os Biss abry, Mmctuded It the seme Ment; i 
modi cptletarsi pall e eseermene ra ee tertile and Hungary such payments are 
Buen cade Paliad iota verte oi included in the turnover tax. 
5 b 1959, 


ee * . « 
ee Nee aralues payments to the budget; in 
omania and the Soviet Uni quive é : i 

viet Union equivalent pay- ° Including depreciation allowances. 
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ineteen fifties, except in the Soviet Union and main- 
and China, where the percentages were 18 and 20, 
espectively. In all countries, the ratio tended to decline 
n the more recent years. 


As budgetary receipts are generally not earmarked 
or specific uses, the sources of budgetary saving can 
ye discussed only in terms of the financing of the whole 
f budgetary expenditure. The major sources of budg- 
tary revenue are shown in table 3-4. The outstanding 
eature of these data is the greater inter-country varia- 
ion in the pattern of budgetary revenue than in that 
f budgetary expenditure. Although the share of turn- 
ver taxes in total receipts was high in all countries, its 
erage during the decade varied from 30 per cent in 
dulgaria to 53 per cent in Hungary. Similarly, appro- 
yriations from profits contributed as much as 19 per 
ent of budgetary revenue in Czechoslovakia, but per- 
‘aps no more than half of this percentage in Poland. 
tevenue from personal taxes ranged from about 6 per 
ent of budgetary revenue in Poland to 11 per cent in 
tzechoslovakia. 


Changes in revenue patterns also displayed dissimi- 
arities from country to country. The share of budgetary 
evenue from turnover taxes tended to decline through- 
ut the period in the Soviet Union and Romania, but 
© rise, at least up to around 1956, in Bulgaria and 
dungary. In Czechoslovakia and Poland. the increase 
asted up to 1954. In three of the last-mentioned coun- 
ries the decline in the most recent years was modest; 
n Hungary, however, it was very considerable in 1959. 
The changes in the shares of other major components 
of budgetary revenue were no less diversified. Whereas 
n the Soviet Union the share of appropriations from 
yrofits has steadily been rising, the reverse has occurred 
n Czechoslovakia and Poland. In Bulgaria, Hungary 
und Romania, the share of appropriation from profits 
vas lower in 1954-1957 than in 1950-1953 but it rose 
ippreciably more recently. Contributions to the social 
security system grew more important in the Soviet 
Union, Romania, Poland and Hungary. but less im- 
jortant in Czechoslovakia and Eastern Germany. 
Finally, the share of personal taxes tended to rise in 


Czechoslovakia, Romania and Poland. but to decline 


in Bulgaria, Eastern Germany, Hungary and the Soviet 
Union. 


The variation in the relative shares of the turnover 
tax and appropriations from profits largely resulted 
from variations in inter-sectoral pricing policy. For 
example, a rise in the price of producer goods relative 
to consumer goods would increase the cost of materials 
used by consumer goods industries. Assuming that 
prices to consumers would remain unchanged, revenue 
from the turnover tax on consumer goods would fall 
while profits in producer goods industries would rise. 
Another reason for variation in the relative shares of 
the turnover tax and appropriations from profits, as 
shown in table 3-4, lies in the fact that differential pay- 
ments are combined with the turnover tax in Czecho- 
slovakia and Hungary, while in the other countries they 
are included in the item ‘‘other’’.?# 


In mainland China, the pattern of budgetary income 
was quite different from that in other centrally planned 
economies (see table 3-5). Whereas in the latter 75 to 
89 per cent of budgetary income was derived from state 
enterprises in the form of turnover taxes, appropriations 
from profits and contributions to the social insurance 
system, in mainland China state enterprises were much 
less important during the early. part of the period. An- 
other difference was that in mainland China most of 
the revenue from state enterprises consisted of such 
payments as appropriations from profits, transfer of 
allowances for amortization and reduction in working 
capital, rather than of commodity taxes. The relative 
importance of the latter tended to decline after 1953. 
In contrast, the share of appropriations from profits 
and similar payments increased continuously. The latter 


24 Differential payments arise from the difference between a 
basic price fixed by the state and the actual price, which in cer- 
tain authorized transactions, particularly in foreign trade, may 
differ from the basic price. The difference is covered by transfers 
to or from the budget. In Poland and Bulgaria, the only countries 
for which information is available, differential payments to the 
budget accounted for nearly one-quarter of budgetary revenue. 
Combining these payments with the turnover tax in these two 
countries would raise its share of budgetary revenue to about 
55 per cent—a ratio rather similar to that prevailing in Czecho- 
slovakia and Hungary. 


Table 3-5. Mainland China: Distribution of Budgetary Revenue 


(Percentage of total revenue) 


Item 1950 1953 1956 1958 19590 

Es Maen, easy eo an an eae 34.1 62.9 74.5 83.9 87.9 

aaa pe a 22.4 33.9 27.9 31.3 26.3 

A iations f ofits and other....... vi 29.0 46.7 52. 

sah Ae eo ea ea aa i eae ee ee 
Private industry and trade................05+ 32.9 16.9 att 

Mixed share Acad agai De ae ee _ ie2 5.6 2A 0.8 
Industrial and trade co-operatives..........--. = 2.5 5.5 
NINES Ree COD EA RINE SSE Cre ee ree 3.4 Ball lee 


pease. see eee onan ee 


Source: See table 3-1. 
® Planned figures. 


b Including taxes on individual farmers, collec- 
tive farms and people’s communes. 
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accounted for 62 per cent of all budgetary revenue in 
1959. 


SAVING OF THE STATE ENTERPRISE SECTOR 


As indicated in the preceding section, the funds ap- 
propriated by the state budget for financing investment 
and social consumption were mostly derived from turn- 
over taxes and appropriations from profits of the sector 
comprising state enterprises and industrial co-opera- 
tives. These appropriations, together with the retained 
profits and amortization funds of the enterprises, repre- 
sented the gross income of the enterprise sector, which 
in the five countries for which data could be estimated 
amounted to between 31 and 43 per cent of total do- 
mestic product (see table 3-6). 


Needless to say, these inter-country variations were 
influenced both by variations in the share of gross 
income in value added in the state enterprise sector, 
and in the share of this sector in domestic product. The 
latter factor was more important, as is indicated by the 
fact that the participation of this sector in domestic 
product ranged from 62 to 89 per cent while the ratio 
of gross income to value added in the sector varied 
from 44 to 51 per cent. 


The validity of such inter-country comparisons 
should be qualified because of differences in price 
structure. This qualification is especially pertinent with 
respect to the centrally planned economies, in which 
the relationships among prices, wages, profits, taxes 
and subsidies are largely determined by governments 
and vary from country to country and from period to 
period. State ownership of the predominant sector of 
the economy makes it possible to avoid any direct re- 
lationship between producer and consumer prices and 
to change price ratios without altering a given relation- 
ship between real consumption and investment. Dis- 
similarities in the price structures will be reflected in 


differences in the relative profitability of different in- 
dustries and in the relationship between profits and 
the turnover tax as well as in the ratios of gross income 
to domestic product. 


The impact of government policy on these relation- 
ships can be demonstrated by the recent example of 
Hungary, where the 80 per cent rise in the prices of 
producer goods in 1959 resulted in considerable alter- 
ation of the price structure, and significant changes in 
the composition of value added in the state enterprise 
sector, in relation to domestic product, as shown by the 


percentages indicated below: ae 
1958 1959 
Werllire Grito «aap accauce vhost an eoaes 67.3 73.5 
Labour compensation.............. 31.8 kei 
Social security contributions........ 2.8 6.1 
Amortization allowances earmarked 
for: 
Capital vepdirs.. vc. wre veg ee 3.4 5a 
Investments. 25- 8 ee ee ae 1.8 4.3 
Profites ete ei eee eee | 15.0 
(hummoyer taxa. eee 24.9 14.2 
Gross incomes... sone eee 29.4 33.0 
Ratio of gross income to value added.. 43.7 45.6 


The importance of the state enterprise sector in ac-— 
cumulating financial means in the centrally planned 
economies is shown by the fact that in 1958 gross in- 
come of this sector exceeded total national expenditure 
on fixed investment by 53 to 118 per cent.?° 


Since a substantial proportion of gross income of the 
enterprises is transferred to the budget, and in turn a 
large part of investment in the state sector is financed 
by budgetary grants," the saving ratios of the state 


25 The ratio of gross income of the state enterprise sector to 
total national expenditure on fixed investment in 1958 was: 
Bulgaria, 153; Eastern Germany, 218; Hungary, 199; Poland, 
161; Soviet Union, 192. 

26 Only part of budgetary saving is returned to this sector for 
investment purposes. Another part is used for investment in 
general government services, for increases in government reserves 
and for stockpiling. 


Table 3-6. Value Added by State Enterprises and Industrial Co-operatives in Relation 
to Domestic Product in 1958" 


(Percentage) 


eee 


Item 


\Valiveradcedieen eae: 
Labour compensation 
Social security contributions 
Amortization allowances earmarked for: 

Capital repairs 
Investment 


Profits 


Source: See table 3-1. 

* Value added is defined here as income origi- 
nating in material production plus allowances for 
amortization. Domestic product is the sum of value 


Bulgaria 


Since Cainer hy M6116 thiudee Del ah Catltes SUL 


Eastern 

Germany Hungary Poland USSR 
Da 69.6 Ot. CL 88.7 
4.9 28.6 nl Rs’ 28.6 39.9 
mee 6.1 2.8 4.5 20 


WO MIR Ww 
SOD S 
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added in all sectors and is equal to national income 
plus allowances for amortization. Gross income 
comprises profits, taxes and the part of the amorti- 
zation allowances earmarked for investment. 
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nterprise sector, as defined in this chapter, represented 
mly a small fraction of this gross income. In the coun- 
ties listed in table 3-7 the ratio of saving to gross 
ncome ranged from 7 to 19 per cent and the relative 
mportance of sectoral saving in total saving, as mea- 
ured by the ratio to total fixed investment, varied from 
5 to 31 per cent in 1958. 


fable 3-7. Saving of State Enterprises and Indus- 
trial Co-operatives in Relation to their Value 
Added, Gross Income, Profits and Total Fixed 


Investment in 1958 


(Percentage) 


Saving of state enterprises and industrial 
co-operatives tn relation to: 


Country Sectoral 

: Total 
Value Gross Gross fixed 

added income profits’ investment 
. oe 9.6 18.9 53.0 29.0 
czechoslovakia......... oe ee 40.4. 26.4 
vastern Germany....... 3.2 7.1 37.5 15.4 
| Ny ee 4.6 10.6 70.2 Biot 
, Se ee 7.8 16.1 63.4 25.8 
13. a 7.9 16.3 40.5 dL 


Source: See table 3-1. 
® Gross income less turnover taxes. 


The only country for which similar data can be 
lerived for other years is the Soviet Union. According 
o these data the ratio of the saving of state enterprises 
ind industrial co-operatives to gross fixed investment 
averaged 27.4 per cent in 1952-1954, 29.9 per cent in 
1956-1957, and 31 per cent in 1958. Thus. the ratio 


ended to rise somewhat throughout the period. 


Although no precise data are available for the other 
eastern European countries, there is little doubt that 
he increase in the relative importance of the saving 
of the state enterprise sector was much greater there 
han in the Soviet Union. Until about 1955 in many 
of these countries amortization allowances earmarked 
‘or investment were transferred to the state budget; 
similarly treated in some countries were all profits 
xcept minor payments into the director’s fund. It was 
mly in connexion with the general tendency towards 
lecentralization in the following years that entrepre- 
1eurial saving began to gain in importance. In Czecho- 
slovakia, the changes introduced in 1959 brought about 
ncreases in the ratio of state enterprise saving to total 
ixed investment of from 26 per cent in 1958 to 33 per 
sent in 1959 and increases in that of net saving to fixed 
nvestment of from 4 to 13 per cent; in Poland, a change 
n policy had already occurred in 1958, raising these 
-atios to 26 and 10 per cent respectively with only slight 
‘urther increases (to 28 and 13 per cent) in 1959. 
Similar changes took place in Hungary in 1959. 


The considerable differences from country to country 
n the ratio of saving to gross income in the state enter- 
yrise sector may be due to several factors, only some 


of which can be analysed in this chapter. One of these 
may be the fact that the turnover tax is entirely trans- 
ferred to the budget regardless of enterprises’ financial 
requirements for investment. In fact, the magnitude of 
the turnover tax is not related in any way to the enter- 
prises’ production costs; it has no influence whatever 
on the amount of funds they retain or on their saving, 
and inter-country variations in its relative importance 
may be the effect of historical developments rather than 
of any differences in present conditions. The deduction 
of this tax from gross income may therefore eliminate 
a purely incidental cause of inter-country variations in 
saving ratios. As can be seen from the data in table 3-7, 
these variations are in fact somewhat smaller when 
saving is related to income net of turnover tax, that is, 
to gross profits. 


But even with allowance for the effect of the turnover 
tax on the relationship between income and saving, the 
inter-country variations in the rate of saving are signi- 
ficant. They may, of course, reflect differences in gov- 
ernment policy with respect to the proportion of profits 
transferred to the budget. They may also reflect differ- 
ences in the profitability of enterprises related to their 
needs for investment funds. This is mainly because the 
share of its income that an enterprise retains is partly 
determined by its planned investment outlay. Conse- 
quently, all other conditions being equal, the aggregate 
saving ratio of the state enterprise sector at any given 
time may be influenced by variations in enterprises’ 
profit-investment ratios.?’ 


The lack of adequate data makes it impossible to 
analyse in detail the distribution of gross income, 
profits, saving and investment by sector and industry 


27 This effect may be explained by the following example. 
Assume two enterprises, each showing a profit equal to 100 
units of currency. If the planned investment of each enterprise 
amounted to, say, 80 units, then it is likely that the amount 
of funds left by the state at the enterprises’ disposal for invest- 
ment would amount to 160 units. If, however, the plan provides 
30 currency units for investment in one enterprise and 130 units 
in the other, the amount of funds left at the disposal of the first 
enterprise would be reduced to 30 units and the funds left in 
the other increased to 100 units, equal to its total profits, the 
difference between profits and investment being covered by the 
budget. In this case, total saving of these two enterprises would 
be equal to 130 currency units instead of 160 as in the first case 
and the aggregate saving ratio would fall from 80 per cent in 
the first case to 65 per cent in the second. 

No change in aggregate saving ratio would occur, if, assum- 
ing no alteration in income of each enterprise, the decline in 
saving in one enterprise is entirely compensated by an increase 
in saving in the other. It is obvious that if, instead of the abso- 
lute figures used in this example, the analysis were conducted 
in terms of percentage rates of saving in each sector, the effect 
of these changes on the aggregate saving rate could be deter- 
mined only by taking into account the relative share of each 
enterprise in the total profit and total saving of the group. 

In practice, of course, the funds left at the disposal of the 
enterprises are not entirely determined by their investment re- 
quirements; part of the profits is transferred to the budget irre- 
spective of the planned requirements of the enterprises and 
then returned to them in the form of budgetary grants. But 
since this policy is applied to all enterprises it could not be 
responsible for the differences in the saving ratios of individual 
enterprises. 


108 


Part I. SAVING FOR ECONOMIC GROWTH: ITS SOURCES AND TRENDS 


and to ascertain their interrelationship. However, more 
detailed information, relating to industry only, is avail- 
able for the Soviet Union. The data reproduced in table 
3-8 show that in the Soviet Union, according to the plan 
for 1958, gross profits’® were to be about equal to total 
investment in industry as a whole. They exceeded fixed 
investment by 31 per cent. But the distribution of profits 
and investment by industry was extremely uneven, in- 
dicating the extent to which investment in certain indus- 
tries was financed by saving transferred from other 
industries. It will be recalled that in the centrally 
planned economies these transfers are not effected 
through bank credits; part of the enterprises’ income 
is transferred to the budget and the portion used for 
investment grants to enterprises is included in bud- 
getary saving as defined in this chapter. Only in three 
major branches—metal processing, light industry and 
the food industry—did gross profits substantially exceed 
investment requirements. The opposite was true in all 
other branches, particularly in those producing basic 
materials. In the coal industry, gross profits were 
actually negative even though investment in this indus- 
try constituted 13 per cent of total industrial investment. 


As the rate of profit in Soviet industry was higher 
than that in most other countries and its distribution 
by industrial branch probably more equal, it is likely 
that the gap between investment requirements and 
profits in individual industries in other centrally 
planned economies is greater than in the Soviet Union. 
While it is certain that inter-country variations in the 
investment-profits ratios of the state enterprise sector 
contributed to the disparity between the aggregate rates 
of saving in different countries, the actual impact of 
this factor cannot be ascertained. 


The foregoing discussion of the factors accounting 
for variations in the rate of saving of the state enterprise 


*8 Inclusive of amortization allowances earmarked for capital 
repairs, 


Table 3-8. Union of Soviet Socialist Republics: Comparison of Gross Profits 


sector was conducted in terms of gross profits, saving 
being defined in this chapter as inclusive of amortiza- 
tion allowances earmarked for investment. However, it 
is of interest to consider the part played by amortization 
allowances in the formation of the gross profits and 
saving of the state enterprise sector and to ascertain its 
influence on the inter-country differences in saving 
ratios. The distinction between gross and net profits is 
particularly relevant in analysing these differences in 
recent years because of the general tendency, apparent 
in most centrally planned economies, to establish a 
closer link between the volume of funds retained by the 
enterprises and their profits. 


As mentioned above, in 1958 amortization allowances 
were generally left with the enterprises or their super- 
visory administrative units; that is, they remained with- 
in the state enterprise sector.?® The bulk of net profits, 
however, continued to be transferred to the budget. In 
consequence, the rate of gross saving was considerably 
influenced by the volume of the amortization allowances. 
These allowances were only remotely related to rates of 
net profit and the differences between countries in the 
ratio of amortization allowances to profits were very 
considerable. 

The importance of this factor can be clearly seen 
from the percentage ratios of amortization allowances 
earmarked for investment to saving, gross profits, in- 
vestment and value added indicated below: 


Sectoral 
Total 
Gross Value fired 
Saving profits added investment 
Bulgarian... ae nee 54 29 5 16 
Czechoslovakia. ...... 86 55) ie Pak 
Eastern Germany..... — — — — 
Hungary... i +2 d0cee YO 40 3 12 
Poland hs 28 peo 61 39 5 16 
USSR ee ee 29 12 2 9 


29 The only country where a sizable part of the amortization 
allowances was redistributed through the budget seems to have 
been Czechoslovakia. 


with Investment in Industry, 


by Branch, According to the 1958 Plan 
(Billions of roubles) 
—— ee eee eee 


Gross profits Tnvesiment Ratio of 
Industrial branch 7 Increas ne 
Total Net Amorti- Tota iz in wor in Japita i = 8 
: i profits ise = ed fer oS oteanlen 
Total industry... 140.1 - 98.0 a 42 n 1 25 107.2 ) 909. y 
RE ROE ys Oe ; ; 2. 42.5 107.2 12.9 22. 30.7 
Metallurgy... 0-0. e eo veut 13.8 6.8 7.0 235 194 08 33 "1 
Goal enka he ren encanta Sidi 8h 3.9 18.5 1568 0.2 2.5 —10.8 
Oil and g85- 02.0 eee 8.0 3.3 4.7 15.9 140 02 17 57.1 
etal processing>................. 27.0 198 7.2 198 119 49 3.0 236.9 
Lumber, paper and wood processing. ... 6.5 4.4, | 10.1 7.8 0.5 18 83. 
Construction IMEMAWENES, 68 cmon oe ao Dae 0.8 1.4 6.3 4.8 0.7 0.8 oe 
Light industry, «<0... ec, 185 162 23 Si 31 0.9 15 596.8 
COGPROCESSINE iy cnt ec oncnee ne 3 er Nill 14.3 2.8 6.0 sl 0.7 1.6 162. 
Fishing and fish processing.........,., 2.9 he 133 3.9 27 0.1 Ll “906 


Source: A. G. Zverev, Voprosy Natsionalnovo Dokhoda I Finansy SSSR (Moscow, 
earmarked for capital repairs. 


* Including amortization allowances 
» Including unspecified producer goods. 
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The lack of any recognizable pattern in the relations 
between these ratios reflects to a large extent the some- 
what accidental character of the book valuation of 
assets, as well as inter-country differences in the account- 
ing rates for amortization and in the share earmarked 
for capital repairs, the latter not being included in these 
data. This last factor explains the zero rate of amortiza- 
tion in Eastern Germany where the entire amortization 
‘fund was used for capital repairs.°° 


The exclusion of amortization from pross profits and 
saving shows that the inter-country variations in net 
‘Saving were related to the differences in net profits. This 
is demonstrated by the following figures on net profits 
‘and saving in relation to value added in 1958: 


Net profits Net saving Total saving 
| SS re 17.1 5.6 7.9 
LOS OE ree ee 13.0 4.4 9.6 
Eastern Germany...... 8.4 ea oud 
Malinda see. 7.6 3.0 7.8 
| ae 4.0 1.9 4.6 


The link between net profits and saving is indicated 
by the fact that the ranking of the countries is the same 
whether based on net profits or on net saving, but differs 
considerably if based on total saving. Although similar 
data are not available for Czechoslovakia, indirect evi- 
dence suggests that in this country the net saving of the 
state enterprise sector in relation to its value added was 
much smaller than might be expected on the basis of 
experience in the other countries. The ratio of net profits 
to value added in Czechoslovakia was among the highest, 
whereas the net saving ratio seems to have been the 
lowest.*? This seems to reflect significant differences 
between Czechoslovakia and other countries with respect 
to policies on self-financing. The change in policy in 
Czechoslovakia in 1959, consisting of raising the share 
of profits Jeft at the disposal of the enterprises, seems 
to have tripled the ratio of saving to value added and 
brought the relation between saving and profits into 
closer conformity with the pattern shown by the other 
countries.** 


In most countries saving was earmarked for financing 
increases in working capital and fixed investment, the 
only exception being Eastern Germany, where invest- 
ment in working capital was entirely financed from 
external sources: budgetary grants and bank credits. 
Data on the allocation of saving among alternative uses 


30 The percentage share of the amortization fund used for 
capital repairs in other countries in 1958 was: Bulgaria—40; 
Czechoslovakia—54; Hungary—65; Poland—53; Soviet Union— 
62. (See table 3-6.) ‘ 

31 This is partly indicated by the fact that, whereas the ratio 
of net profits to total fixed investment ranked among the highest 
(46 per cent), the saving-investment ratio was the lowest (4 
per cent). : : 

32 The increase in the degree of self-financing in Czecho- 
slovakia did not require any increases in prices because of the 
high rate of profit in this country before the 1959 reform. During 
that year prices of producer goods were even reduced. In con- 
trast, in Hungary the increase in self-financing most likely would 
not have been possible without the increase in the prices of pro- 
ducer goods which occurred in 1959. 


are available for only three countries and only for state 
enterprises. They indicate that in Czechoslovakia in 
1959, 51 per cent of saving was used for financing fixed 
investment; and in Poland and the Soviet Union in 
1958, 57 and 46 per cent, respectively. 


The inter-country variations in the share of the state 
and co-operative enterprise sector in total fixed invest- 
ment and the relative importance of various sources of 
financing are shown in table 3-9. The data presented in 
the table show that the share of this sector in recent 
years varied from 70 to 80 per cent of total fixed invest- 
ment. From 35 to 45 per cent of the fixed investment 
of the sector was financed out of extra-budgetary funds. 


Among non-budgetary sources, the largest was that 
part of the amortization funds earmarked for financing 


Table 3-9. Sources of Finance of State Fixed In- 
vestment," as Percentage of Total Fixed Invest- 
ment 


Country and item 1957 1958 1959 
Bulgaria 
Budgetary grants.......... 33.9 34.9 44.1 
Amortization allowances»... 14.4 Sr 12.9 
INGtySarvinn ofr rc reer er. 8.2 10.5 My 
Ocherge a a ee oe 11.6 9.1 : 
‘Total Pere ee Crea 68.1 70.2 (ae 
zechoslovakia 
Budgetary grants.......... ae a 49.4 
Amortization allowances»...  ... ek 20.7 
Net Savane y <ie: oe gic ce oe ae 3% 6.8 
Other wee me tetra coe eee a 6.3 
otal: Sees: ee ay: eee 80.9 84.6 83.2 
Eastern Germany 
Budgetary grants.......... 93.9 55.8 59.4 
Amortization allowances>.. . = ap — 
INGtisavin tea eee ae < ; 
eee oe ne tent a2 Tee 
WT Otaliaeeaa Mc Cae ww La els 74.4 76.6 
Hungary 
Budgetary grants.......... 7 52.4 
Amortization allowances... ... shay 
INGE Savino tases cane cist ; 
Other seen ee ee ee RE \15.4) 
‘(Lota tee ee et actos 80.1 
Poland , 
Budgetary gratits:......... 60.0 50.8 Bb fs) 
Amortization allowances»... 16.0 Lat 14.8 
INetsSayvan gener eet race ee 3.8 7.6 9.0 
(Oldie yee Sean ae —- 3.4 0.7 
Rotel rer etre tks 79.8 U9 77.8 
USSR 
Budgetary grants.......... 60.2 59.6 56.4 
Amortization allowances... 10.0 9.4, 9.8 
INGA REF in a haleRh 7, 55. Gee San oereohd DIG 10.1 ee 12.9 
Ofer eons a eae aka ate 3.6 Dest 2.4 
otal Rath we aha ketones 83.9 79.9 81.1 
ee ee 


Source: See table 3-1. f 7 

«Comprising investment of the state enterprises and the 
industrial co-operative sector and general government invest- 
ment outlays. ; 

b Excluding the share earmarked for capital repairs. 
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fixed investment. Its share in the sector’s total outlays 
on fixed investment ranged from 12 to 25 per cent. The 
share of other saving varied between 8 and 20 per cent, 
and that of miscellaneous resources between 3 and 13 
per cent. The part played by amortization funds was 
most important in Czechoslovakia and least significant 
in the Soviet Union. The reverse was true of the part 
played by net saving. These variations in the share of 
amortization and net profits in the financing of fixed 
investment are obviously not related to any essential 
structural differences between various countries and are 
of no consequences from the point of view of investment 
finance in state and co-operative enterprises. Miscel- 
laneous sources of finance, including bank credits, were 
important only in Bulgaria and Czechoslovakia. The 
exact composition of this item in these countries cannot, 
however, be ascertained with any degree of accuracy. 


The relationships between the various sources of 
finance were quite different in the case of working capi- 
tal. Scattered information indicates that in 1958 between 
50 and 60 per cent of additions to working capital were 
financed by bank credits, about two-thirds of the re- 
mainder being covered by resources of the enterprises 
and one-third from budgetary grants. In Eastern Ger- 
many, however, where the saving of enterprises consists 
exclusively of expenditures on fixed investment, the 
share of budgetary grants in the financing of working 
capital was considerably greater. 


SAVING OF COLLECTIVE FARMS 


Unlike state enterprises, collective farms are usually 
not provided with budgetary grants for investment 
financing. Their only sources of finance are internal 
saving and bank credits. The role of the latter in 
financing fixed investment is much more important for 
collective farms than for the state enterprise sector. 
Moreover, the saving of collective farms is not directly 
determined, as in the case of state enterprises, by govern- 
ment decisions. Since their saving depends entirely on 
their income after taxes, in a sense it is analogous to 
entrepreneurial saving in private enterprise economies. 
However, the minimum proportion of the money income 
of collective farms which is to be saved—and in the 
Soviet Union the maximum proportion as well—is laid 
down by statutory regulation. This saving is transferred 
into “indivisible funds”, which are earmarked for in- 
vestment. Although the saving of collective farms is 
thus related to income, it is only indirectly dependent 
on cost and profitability. This is not only because statu- 
tory saving is related exclusively to gross money pro- 
ceeds but also because costs are difficult to determine 
since labour compensation takes the form of income- 
sharing rather than wages. In this respect there is a 
similarity between the finances of collective farms and 
that of individual farmers. In both cases the concept of 
profit lacks precise meaning and saving therefore can- 
not be related to profit, but only to the eross or net 
proceeds of the farm. 


Strictly speaking, the saving of collective farms 
should comprise the total addition to net worth gained 
from current economic activity. This would include the 
excess of current money income over current expendi- 
ture, the value of the labour performed by members 
of collective farms in constructing buildings and in- 
stalling equipment, and the net increase in stocks of own 
produce, inclusive of livestock. However, in the follow- 
ing discussion it will be necessary, owing to lack of 
data, to confine the statistical description of saving of 
the collective farms to money payments’ into indivisible 
funds and to labour performed for investment, leaving 
out saving in the form of changes in liquid assets and 
the sums earmarked for repayment of long-term invest- 
ment loans, as well as saving reflected in increases in 
stocks of own produce.** Saving out of money income 
approximates money payments into the indivisible fund 
in most countries, although in the Soviet Union the 
difference between them was significant.** 


Data on the distribution of gross money income are 


given in table 3-10 below. Despite their incompleteness 


these statistics indicate a very considerable inter-country 
variation in the ratio of saving to money income. While 
no data are available for other countries, indirect evi- 
dence suggests that their ratios would fall within the 
range of 5 to 17 per cent, as indicated for Bulgaria and 
the Soviet Union respectively. There was relatively little 
variation over time except for a very sharp increase 
in the Soviet Union, and probably in Bulgaria, in 


1958-1959. 


The foregoing discussion, being confined to the dis- 
tribution of money income, excludes the substantial vol- 
ume of income in kind received by collective farmers, 
as well as the value of their labour devoted to invest- 
ment projects.*? A question arises as to whether the data 
shown for the distribution of the money income of 
collective farms can be considered reasonably repre- 
sentative of the distribution of total income. Unfor- 
tunately, only a highly tentative answer to this question 
is possible. Poland is the only country for which com- 
plete data on income in kind are available, but these 
statistics pertain only to 1957 and later years when 
most of the collective farms were dissolved. For Bul- 
garia and the Soviet Union, the only data are frag- 


88 The item is not unimportant. For instance, the increase in 
working capital in the Soviet Union in 1958, mostly comprising 
stocks, amounted to 11.1 billion roubles, or about 8.5 per cent 
of the total earnings of collective farms, including income in 
kind. 

84 For most countries the understatement is negligible. The 
net increase in liquid assets (increase in cash and deposits less 
increase in short-term debt) and the repayment of long-term 
loans were relatively important only in the Soviet Union, where 
they absorbed somewhat over 3 per cent of the gross money pro- 
ceeds of collective farms on the average during the decade. 
et The members of collective farms participating in construc- 
tion work are generally paid in money and in kind according 
to the rules applied to the other members engaged in agricul- 
tural production. They are not paid out of the money resources 
of the indivisible funds although the investment brought about 
by their work, expressed in value terms, is added to the non- 
monetary part of the indivisible funds, 
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Table 3-10. Distribution of Gross Money Receipts of Collective Farms, 


by Type 
Expenditure, 1950-1959 y type of 


(Percentage) 
Country and item 1950-1959 1950-1953 1954-1957 1958-1959 

Bulgaria : Se ie pe - 

Operation expenditure...................... 41.08 93.3> 38.4 

Labour pemiineration: 6 foc. ck aga ncan es 51.28 42.1» 55.2 

SO VICS i 13) 1. 2.8" 1.3 “3.4 

Payments into indivisible funds............... 5.08 3.4 33 
Czechoslovakia 

Operation expenditure... ... 0.0.60. cece ce ecs hes 47.40 48.2 

eA ihe lh nh ik wi 42.0¢ 37.8 

mOtaN exPONGitUTE OG Vadeisiek clave cd ew ves are ae 3.20 “4.3 

Payments into indivisible funds............... ea a 7.68 9.7 
Poland4 

Fahour PemuMErAtion Li. « Wik. Wide Ses os Trak 79.7 

PEMA ERBOTIOMONG cd 5a: Sale: 5064 Wa ala's.0. 015 3.16 oe 

Payments into indivisible funds.............. 19.6¢ 17.9 
USSR 

Operation expenditure... ...............05. 42.06 46.9 41.5 37.58 

Labour remuneration...................... 38.98 34.1 41.6 37.98 

ea CC, nN 1.91 2.1 1.9 1.5¢ 

Payments into indivisible funds............... 17.2! 17.0 15.0 23.18 

Source: See table 3-1. S95 T. 


* Rough estimation; in 1958/59 there appears 
to have been a steep increase in the roportion of 
income paid into the indivisible funds and a cor- 
responding decline in the other components of 
expenditure. 


1952-1953. 


ntary and of uncertain coverage. This information 
ild be used, however. to estimate the distribution of 
al income net of operational expenses in these coun- 
2s, as shown by the following percentage data: 


Payments into 


Labour Social the indivisible 

pay expenditure funds 
'garia 
W52-1954.......... 90.1 1.0 8.9 
mL 907.......-- 90.9 2.4 6.6 
and 
So-1957_......... 86.2 1.4 12.4 
BO L959)... ese 85.9 jes: 12.9 
SR 
2-1954......... 16.8 1.8 PA Nees: 
eee 95G. 2. 19.0 1 22.8 


ese estimates, in comparison with the corresponding 
ormation on money income which can be derived from 
Je 3-10, indicate that in Bulgaria the proportion of 
al net income*® allocated to the indivisible funds was 
newhat higher than the share of monetary allocation 
net money income, but that in Poland and the Soviet 
ion the aggregate ratios were substantially lower 
in those relating money allocations to money income. 
ese differences between the distribution of money 
d total income indicate that data on money income 
other countries can be taken as representative of the 


6 Income in money and in kind, net of operational expenses. 


4 In relation to the total of items listed below. 
Data on operational expenditure are not ayailable. 


© 1955-1957. 
£ 1950-1958. 
£1958. 


distribution of total income only with considerable 
caution. 


The share of money income in total income of the 
collective farms and the share of the monetary alloca- 
tion in the total allocation to indivisible funds differed 
substantially from country to country. This conclusion, 
although based on a combination of fragmentary data 
and indirect evidence, seems fairly certain. In all coun- 
tries the share of money in total income was rising in 
recent years. Among the countries listed in table 3-10, 
the proportion of money income was largest in the 
Soviet Union and smallest in Bulgaria. These differ- 
ences may reflect variations in government policy not 
necessarily dependent upon the stage of economic de- 
velopment. Thus, the rise in the monetary share of the 
contributions to the indivisible funds was influenced by 
the recent dissolution of state-owned machine and 
tractor stations, which had provided the farms with the 
services of machinery in exchange for payments in 
kind. Since, following the dissolution, the farms had 
to purchase their own machines with money, it was 
necessary to increase the money payments into their 
indivisible funds and thereby raise, with respect to 
these funds, the ratio of money payments to payments 
in kind. Since the payments in kind to the machine and 
tractor stations had been valued at very low prices, it 
was found expedient to facilitate the shift to the new 
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system by raising the prices paid for collective farm 
output.*7 But a more lasting factor raising the share 
of the monetary part of the income of collective farms 
was the general tendency to substitute money payments 
for payments in kind to members of collective farms, 
which could only be brought about by a considerable 
increase in the sales of agricultural produce in relation 
to output of collective farms. 


This tendency is a direct outcome of general economic 
changes which occurred in the process of economic 
growth. The rise in the per capita income of the collec- 
tive farm members and the ensuing diversification of 
their needs increase the relative demand for goods pro- 
duced in other sectors of the economy and therefore 
make it imperative to expand the share of money pay- 
ments in their income, provided the supply of consumer 
goods produced in other sectors of the economy is sufh- 
cient to meet this additional demand. The relative fall 
in non-monetary additions to the indivisible funds of 
collective farms generally reflects a decline in the share 
of contributions in the form of work ‘on investment 
projects by the collective farm members. Since these 
projects consist chiefly of construction works, the de- 


37 A rise in prices paid for agricultural deliveries may affect 
the share of monetary contributions to the indivisible funds but 
would not be reflected in any change in the ratio of the farms’ 
money income to total income. Such a shift would occur only 
if the volume of sales increased in relation to output, since the 
general practice in centrally planned economies is to value in- 
come in kind at the average price received for marketed output. 


Table 3-11. 


cline may be the effect of mechanization of agriculture 
raising the ratio of machinery and equipment to con- 
struction in total investment of collective farms. The 
tendency towards greater mechanization of farm pro- 
duction has of course resulted in an increase in the 
role of monetary savings in the collective farm sector. 


The importance of the saving of collective farms can 
be assessed in terms of its ratio to total fixed investment 
—a ratio which depends partly. of course, on the relative 
importance of collective farms in a nation’s economic 
activity.** As may be seen in table 3-11, during 1950- 
1959 this ratio amounted to about 8 per cent in Bulgaria, 
7 per cent in the Soviet Union, slightly over one per 
cent in Poland and probably the same in Hungary. The 
difference between Bulgaria and the Soviet Union on 
the one hand and Poland and Hungary on the other 
was largely due to the fact that, while collective farm- 
ing was predominant in the first two countries, it was 
unimportant in the other two during most of the period. 
In Poland, the role of collective farms was further 
reduced in 1958 and 1959. In the Soviet Union and Bul- 
varia, the rise in the ratio of saving of collective farms 
to total investment was the result of the increases in 
recent years of the money incomes of collective farms. 


38 In more precise terms, the variation in the ratio of collec- 
tive farm saving to total fixed investment will be determined by 
the ratio of saving to income in the collective farm sector, the 
share of this sector in national income, and the share of total 
fixed investment in national income. 


Shares of Agricultural and Collective Farm Investment in Total Fixed 


Investment, 1950-1959 
(Percentage) 


—_—_—_—:.:..aX( (eee 


Country and item 


Bulgaria 
Total fixed investment in agriculture.......... 
Collective farm investment 

From own resources 


Czechoslovakia 
Total fixed investment in agriculture.......... 
Collective farm investment 

From own resources 


Hungary 
Total fixed investment in agriculture.......... 
Collective farm investment 

From own resources 


Poland 
Total fixed investment in agriculture........... 
Collective farm investment 
From own resources 


USSR 
Total fixed investment in agriculture 
Collective farm investment 
From own resources 


Source: See table 3-1. 
® 1950-1958. 

b 1954-1956. 

© 1958. 


1950-1959 1950-1953 1954-1957 1958-1959 
21.7 14.0 aE5 29.6 
12.3 6.9 9.9 20.8 

7.8 5.1 5.9 13.1 
14.0 10.1 14.8 17.1 
7.9 5.5 7.7 10.8 
16.88 11.3 22.2 18.3¢ 
2 3.0» 

0.7 
15.6 10.9 16.2 17.8 
14 1.7 2.3 0.3 
1. 1.8 0.1 
17.3 17.08 18.7: 16.8 
9.3 8.73 9.4e 10.08 
6.5 5.4 6.4 ii 


41951-1955. 

© 1956-1957. 
_ ' Excluding the value of equipment purchased 
from the former machine tractor stations. 
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The fixed investment of collective farms was in all 
countries and throughout the period considerably higher 
than their saving. The comparison of saving with in- 
vestment in the collective farm sector may throw some 
light on the part played by external sources in financing 
their fixed investment. In Bulgaria and the Soviet Union, 
throughout the period covered by the data, investment 
out of the farms’ own resources amounted, respectively, 
to 65 and 70 per cent of their total fixed investment. 
In Poland, the average ratios were similar but during 
the last two years they fell drastically. In contrast, in 
the Soviet Union, the role played by the farms’ own 
resources expanded significantly in 1958-1959, The re- 
maining share of the fixed investment of collective 
farms in these countries was largely financed by bank 
eredits. While this share did not amount to more than 
30. to 35 per cent of their total fixed investment, it 
formed a much larger proportion of their monetary 
outlays on fixed investment. In Hungary and Poland, 
credit financing seems to have considerably exceeded 
the monetary expenditure on investment financed by 
collective farm saving. In Bulgaria and Czechoslovakia, 
the relative contribution of these two sources probably 
did not differ very significantly. Only in the Soviet 
Union did the saving of the farms play a much greater 
role than bank credits. These differences appear clearly 
in the ratios of long-term loans to investment financed 
by the monetary savings of collective farms shown 
below: 


Ratio of long-term loans 


Country Period to monetary saving 

ROAR TR Wer 9 Se ain 5 1950-1954 1.07 
1955-1959 1.09 

Czechoslovakia...... 1953-1959 0.9 

EIR OAT Sop a os) ~ 1950-1956 Pei 

Poland eee oa. 1955-1959 3.6 

PESOR ce rele ce 1950-1953 0.42 
1954-1957 Os: 
1958-1959 0.154 


* Excluding loans for the purchase of machinery from machine 
tractor stations. 


As these data refer to gross rather than to net credits, 
they tend to overstate the relative importance of ex- 
ternal financing. In most countries, however, repayment 
of credits was relatively insignificant during the period 
under review, the only exception being the Soviet Union. 
In that country the repayment of long-term credits 
absorbed on the average during 1950-1956 nearly one- 
half of the value of loans received. If account is also 
taken of changes in bank deposits and in net short-term 
borrowing, the ratio of net external financing to own 
resources of collective farms seems to have amounted 
to about 4 or 5 per cent in 1950-1956 and to have been 
declining in the course of the period. 


PRIVATE SAVING 


Private saving as defined in this chapter includes the 
saving of households and individual producers. Follow- 
ing common usage, it is divided into increases 1n equities 


and increases in financial assets; the former are defined 
as gross fixed investment less net long-term borrowing 
and the latter as net increases in savings bank deposits, 
holdings of cash and freely cashable bonds.°* 


Data on private equity saving can be derived only 
for the four countries included in table 3-12. For an- 
other country, Czechoslovakia, an approximate notion 
of the relative importance of such saving is given by 
the figures on private investment presented in table 3-13. 
It would appear that in these countries during the nine- 
teen fifties private equity saving absorbed on the aver- 
age from 2 to 4 per cent of private money income. 
Measured in relation to national expenditure on fixed 
investment, the range was from 6 to about 11 per cent. 
In all these countries private equity saving was more 
important on the average in 1954-1957 than in 1950- 
1953. This rising trend has continued in the Soviet 
Union, Poland and Hungary, but has been reversed 
in Bulgaria and Czechoslovakia in very recent years. 


In the countries for which data are available, private 
investment was mainly financed from private saving, the 
dependence on credit financing being generally slight. 
In the Soviet Union, the share of long-term loans in the 
financing of private fixed investment was negligible. 
In Bulgaria and Poland, the ratio of long-term borrow- 
ing to fixed investment in the private sector averaged 
around 15 per cent. But in these two countries the role 
of external financing was growing rapidly, raising its 
share of total private investment in Bulgaria from 3 per 
cent in 1950-1953 to 26 per cent in 1958-1959, and in 
Poland from 5 to 15 per cent. This expansion of the 
role of credits in private investment finance was asso- 
ciated with the increasing importance attached by the 
central authorities to private investment in general, a 
change in attitude that was expressed in more liberal 
credit policies and in the allocation of a greater propor- 
tion of investment goods to private use. This policy also 
had a direct impact on the rise in equity saving and 
was reflected in an increase in total private investment 
both absolutely and, what is more significant, in rela- 
tion to total fixed investment.*° The simultaneous rise 
in equity saving and credit financing can be clearly 
seen from the data on long-term borrowing, equity sav- 
ing and private fixed investment shown in tables 3-12 


and Brio. 


In the countries listed in these tables, private invest- 
ment represented a relatively small share of total fixed 
investment. In Bulgaria, Czechoslovakia and the Soviet 
Union it was less than 10 per cent of the total in 1950- 


1959. 


39 Since current bank deposits held by individuals are either 
non-existent or negligible, they are omitted from the following 
discussion. Also omitted are the still negligible amounts of life 
insurance and similar types of saving. 

40 The rise in the supply of investment goods made available 
to the private sector would stimulate not only money saving for 
purchasing investment goods, but also the volume of “direct 
investment in the form of work on construction, thereby increas- 
ing the volume of equity saving. 
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i i i i ing Deposits in Relation to 
é 3-12. Private Equity Saving and Increases in Saving Dep 
Gaennies ees of ae Dapueced and to Total Fixed Investment, 1950-1959 


(Percentage) 


A. In relation to money income 
B. In relation to total fixed investment 


1950-1959 1950-1953 1954-1957 1958-1959 
Country and item ye B a B toe ye 4 B 
Hs saving 2.48 ree 1,7 6.8 2.8 8.7 2.2 7.0 
Wty SAVING sa tee neon aia ; ; : 
ree in savings deposits.... 2.88 8.42 0.5» 1.45 2.2 6.8 4.4 Pas 
China (mainland) P 
Increase in savings deposits.... 0.8 g.0% Oo 3.1 Wy La 
zechoslovaria a 
Increase in savings deposits... . Ded 7.8 2.6 8.0 
Eastern Germany 
Increase in savings deposits.... 3.88 16.59 — 1.5° 7.92 4,2 18.5 5.4 19.2 
sete SAAD Creer sport eias eee aa 2.6 12.3 4,44 19,94 
Poland a 
Feuity SAVIN aera eeee cee lene ae 3.58 Te l.le 5.9 a, i eh 5.84 17.94 
Increase in savings deposits.... 0.98 PAS, 0.2¢ 0.5 0.8 2.8 1.3 4.0 
USSR - - 
Bcniityesavii Sane tere erate 2.08 9.88 1.68 DOF aie dle 3.1 7.8 
Increase in savings deposits.... 1.4 4.1 2, 3.8 1.6 53.0 Ne: 3.2 
Source: See table 3-1. D1O58: 
® Average of data covering the years indicated in e 1952-1953. 
the oa columns. ¢ 1951-1955. 
©1951-1953. ® 1956-1957. 


In Bulgaria, Poland and the Soviet Union this share 
was higher at the end than in the beginning of the 
period, while in Czechoslovakia it was smaller. In that 
country, as well as in Bulgaria, the share of private 
investment fell in 1958-1959 as compared to the years 
1954-1957, but in the Soviet Union and especially in 
Poland it increased substantially. A similar change 
seems to have occurred in Hungary. In each of the last 
two countries private investment exceeded at the end 
of the period 20 per cent of total national expenditure 
on fixed investment.‘ These variations were largely in- 
fluenced by two factors—the degree of collectivization 
in agriculture and government housing policy.*2 An 
enlargement of the collective farm sector by the absorp- 
tion of private farms obviously reduces the scope for 
private investment in agriculture. On the other hand, 
a rise in the resources allocated to housing in. general 
was as a rule accompanied by encouragement to private 
housing construction in the form of an extension of 
credits and of an expansion in the supply of construc- 
tion materials allocated to the private sector. 


Private investment in agriculture played a consider- 
able role in Poland, Hungary and probably also 


41 In Hungary, for which no data on total private investment 
are available, equity saving alone was equal to about 20 per 
cent of total fixed investment in 1958. 

42 As defined here, housing excludes rur 


al housing construc- 
tron, 


Romania, although no precise data are available for 
that country. The percentage ratios of total and private 
fixed investment in agriculture to total national ex- 
penditure on fixed investment are shown below: 


Fired investment in 1950- 1950- 1954- 

agriculture 1958 1952 1957 1958 

Hungary 
TP Otalect eee Sees 16.8 aes 222 18.3 
Privatter cic ose ees ee ee 6.0 8.2 
Share of private intotal ... —_ Mat pes 44.8 

Poland 

ulloy flips eee gs = als x hae dep 15.2" 10.9 16.2 18.6 
PIRVAT@o. none wieve sts eet 8.9 4.6 9,2 14.1 
Share of private in total 58.6 42.2 56.8 75.8 


® Figure differs from that published in World Economic Survey, 
1959, table 3-6, in that it is based on data in current prices. 


It appears from these data that private fixed invest- 
ment in agriculture accounted on the average for as 
much as 60 per cent of agricultural investment in 
Poland during 1950-1958, or for about 9 per cent of 
total national expenditure on fixed investment. In 
Hungary, the comparable figures, although substantial, 
were lower, perhaps by about one-half. In both coun- 
tries the private share of total agricultural investment 
increased substantially in the course of the period.‘ 


‘S Beginning in 1959, the collectivization of agriculture in 
Hungary was accelerated, thereby reversing the trend towards 
an increasing importance of private investment. 
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Table 3-13. Pri nance pe ere eee OS 
ee: Be Investment Hi Relation to Total Fixed Investment and Net Private 
g orrowing in Relation to Private Fixed Investment, 1950-1959 
(Percentage) 
Country and item 1950-1959 1950-1953 1954-1957 1958-1959 
Bulgaria : Fie: 
Private investment in relation to total fixed in- 
RES CDOT Sena RE eins sisters Oss. oke ve rec vik 9.1 iil é 
Private housing construction............... se) 7 0 oe 70 
Net private borrowing in relation to private fixed 
AU CIS CUNO KUL emernetat ies a.ten ie wher kee esc ke 15.8 3.0 V5.2 26.3 
Czechoslovakia 
Private investment in relation to total fixed in- 
UES TIMLGRUERwaenn arnt rE eA hi ee ee sc ak 7.0 Det 9.0 2.3 
Private housing construction®.............. 6.2 4.1 9.0 5.3 
Eastern Germany 
Private housing construction®................ 3.3 5.2 
Hungary 
Private housing construction................. 5.9 2.4 6.2 ie Oi 
Poland 
Private investment in relation to total fixed in- 
vestment............... ers cae = sania eS 6.2 129 21.1¢ 
; Private housing construction............... Set 1.6 3.6 6.0 
Net private borrowing in relation to private fixed 
MOVESIICH Eon ener io es a slo TS os 13.4 4.5 14.4 lloste 
USSR 
Private investment in relation to total fixed in- 
ee ee a ee a 6.0 5.14 5.4¢ 8.1 
Private housing construction®.............. 6.0 o.14 5.4¢ 8.1 
Net private borrowing in relation to private fixed 
PRM CCEINGT ic weeee were Sixes eters 95 fat1e Sein to Se 2.9 Ss Spl! 4.1 
Source: See table 3-1. construction. 
* The share of private housing construction was > Housing construction from private sources. 
derived on the basis of the proportion of private ©1958, 
construction expressed in square metres of ting : 
space. Thus, the value per square metre was as- 41951-1955. 
sumed to be the same in public as in private © 1956-1957. 

In the remaining three countries the major component most of them agriculture was highly collectivized by 
vfluencing the relative importance of private invest- 1953. On the other hand, in Eastern Germany and main- 
vent was private housing construction. As shown in land China these developments occurred mainly at a 
tble 3-13, private housing construction accounted for later date, especially so in the case of mainland China. 
etween 3.7 and 7.3 per cent of total fixed investment Although in these countries private equity saving seems 
1 all the listed countries.** It was most important in to have been*relatively more important on the average 
ulgaria, followed in order by Czechoslovakia, the during the decade than in the other countries, it tended 
oviet Union, Hungary and Poland. In all of these to decline over time. This fall was less drastic in Eastern 
ountries, the share of private housing in total fixed Germany, where private equity saving had already de- 
avestment tended to increase during the decade. But in clined by the beginning of the period and where its 
sulearia and Czechoslovakia, this trend seems to have effect was partly offset by the increasing importance of 
een arrested in 1958-1959, in line with the changes in private housing construction in recent years (see table 
otal private equity saving in the countries noted above. 3-13). Rough estimates for mainland China indicate 


that private equity saving accounted for about 30 per 
cent of fixed investment on the average in 1950-1953, 
but was insignificant in 1958-1959. 


The preceding discussion did not include Eastern 
sermany or mainland China. While no precise data are 
vailable for these two countries, it appears certain that 
heir experience differed considerably from that of the 
ther countries. In the latter, the nationalization of in- 
lustry was nearly or wholly completed by 1950 and in 


In addition to equity saving, private saving as defined 
in this study includes changes in private financial assets, 
which comprise increases in savings bank deposits, cash 

44]Tt should be noted that in certain countries the available holdings and holdings of freely cashable bonds. The 


lata on private construction exclude co-operative housing. To available data on savings deposits in relation to the 


erate pee seven ne pa rie able punidenstato the money income of the population and to total fixed in- 
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-vestment presented in table 3-12, show that savings bank 

deposits have been relatively small in most of the cen- 
trally planned economies. In fact, only in Eastern 
Germany did the ratio of savings deposits to fixed in- 
vestment attain on the average a level as high as 17 
per cent. In Bulgaria and Czechoslovakia, the level was 
about 8 per cent and in the other countries not more 
than 4. per cent. In relation to the money income of the 
population, savings bank deposits in mainland China, 
Hungary, Poland and the Soviet Union were in the 
neighbourhood of one per cent. In Bulgaria and Czecho- 
slovakia, however, they accounted for around 3 per cent, 
and in Eastern Germany for about 4 per cent of money 
income. 


The ratios shown in table 3-12 cannot be interpreted 
as indicating patterns of financial saving for non-trans- 
action purposes. This is because the desire to accumulate 
funds for future purchases, emergencies or old age in 
the centrally planned economies is frequently satisfied 
by increases in private holdings of cash. The relative 
desire to hold savings deposits as compared with cash 
for these purposes may vary considerably from country 
to country and from period to period. In consequence, 
the volume of private saving for non-transaction pur- 
poses may have been greater in relation to the income 
of the population than that indicated in table 3-12. But 
even if this factor is taken into account, the total saving 
ratio still remains very small. 


The small proportion of saving in relation to the in- 
come of the population may reflect both the relatively 
low per capita incomes as well as the fact that this in- 
come consists almost exclusively of wages, salaries and 
the remuneration of members of collective farms and 
does not include profits. In addition, the propensity to 
save of the population of the centrally planned econ- 
omies is considerably reduced by the relatively limited 
need to save for future exigencies because of the absence 
of fear of unemployment, and the existence of compre- 
hensive social security systems providing for health, 
disability and old age. At the beginning of the period, 
increases in the prices of consumer goods and fear of 
monetary reforms may also have tended to reduce the 
propensity to accumulate private saving. 


In all countries, with the sole exception of mainland 
China, the proportion of money income saved in the 
form of bank deposits tended to increase over time. 
This rise can be mainly attributed to an increase in real 
income. But it is probable that a factor acting in the 
same direction was a rise in the supply of durable goods, 
a fall in their prices and the expectation of further price 
reductions. The rise in the ratio of savings deposits to 
money income does not necessarily indicate a corre- 
sponding increase in total saving of the population since 
it may be at least partly due to the shift from cash 
holdings to savings deposits. During the beginning of 
the decade which was characterized by inflationary pres- 
sures, a large proportion of savings accumulated by 


peasants or by urban speculators was not deposited in 
the savings banks but was preferably held in the more 


anonymous form of cash. 


Before turning to the changes in cash saving during 
the nineteen fifties it is worth noting that in the cen- 
trally planned economies the proportion of cash held 
by the population may be influenced by certain factors 
which in private enterprise economies operate only in 
periods of rationing or price fixing. Since in the cen- 
trally planned economies prices of consumer goods are 
fixed by the state and are changed only occasionally, 
they may sometimes fail to reflect the actual relation- 
ships between supply and demand both in the aggregate 
and for specific goods. In consequence, a situation may 
arise in which the population retains a proportion of its 
money income not because of a wish to save but because 
of an inability to spend. It is true that in such a situa- 
tion the prices of goods sold on free or illegal markets 
would rise, but this would result only in transfers of 
money from some individuals to others without affecting 
the volume of currency in circulation.*° 


Statistics on changes in cash holdings in relation to 
private saving during the nineteen fifties are available 
only for Poland and Eastern Germany, and are pre- 
sented in table 3-14. Additions to cash holdings in both 
countries were small in relation to the money income 
of the population, amounting to about 1.3 per cent in 
Poland and to two-tenths of one per cent in Eastern 
Germany in 1951-1959. Throughout the period these 
ratios fluctuated considerably in both countries under 
the influence of such factors as the amount of cash held 
by the population at the beginning of the period, 
monetary reforms tending to reduce the amount of cash 
in the hands of the population, changes in the velocity 
of circulation associated with redistribution of income 
between groups with different velocities, and others 
which cannot be analysed within the scope of this report. 


The part played by cash saving in total financial 
saving was much more important in Poland than in 
Eastern Germany. In fact, in 1951-1959 cash saving 
amounted to 60 per cent of total financial saving in 
Poland and to only 6 per cent in Eastern Germany. 
This difference has tended to decrease during recent 
years but none the less remained substantial in 1958- 
1959. The persistent difference between the ratios in 
these two countries probably results from differences in 
the habits of the Eastern German and Polish popula- 
tions rather than from any differences in transaction 
requirements. Both the cash holdings and the savings 
deposits were much smaller in relation to total fixed 
investment in Poland than in Eastern Germany, amount- 
ing to about 7 per cent in the former and about 17 per 
cent in the latter. 


*> To the extent that such transfers result in a redistribution 
of income in favour of groups with higher propensities to save, 
the increase in cash could correspond to an actual wish to raise 
saving in relation to income. In the past, the influence of this 
factor has been insignificant. 
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Table 3-14. Total Financial Saving in Relation to Mone 
and Fixed Investment, 1951-1959 


y Income of the Population 


(Percentage) 
Country and item 1951-1959 1951-1953 1954-1957 1958-1959 
Eastern Germany 
Total financial saving in relation to: 
Money income of the population............ 4.1 eae 4.2 6.1 
Wired investment.”........:........00.... 17.5 9.2 18.2 21.8 
Ratio of increase in cash holding to total financial , 
SEN RINR one & alba oS eG ae ee ee 2.9 13.7 WS 11.9 
Poland 
Total financial saving in relation to: 
Money income of the population............ 2.28 1.6% 2.5 2.0 
Pa VestinemTs fale he cue lal ss. 7.38 5.3% 8.8 6.2 
Ratio of increase in cash holding to total financial 
TEM cet aL Bisie Wiad ohn iui any Kis alnisargain. s 60.0 90.6 68.3 35.4 


Source: See table 3-1. 
8 1952-1959. 
b 1952-1953. 


For other countries the available data are frag- 
mentary. In Hungary, cash circulation in 1953 was at 
about the same level as in 1950, which means that no 
saving took the form of cash accumulation during that 
period. In 1954, cash in circulation rose by 25 per cent 
and continued to increase in subsequent years, but at a 
slower rate. The average proportion of cash saving to 
money income probably amounted to 1.5 per cent. 


For Bulgaria and the Soviet Union an indication of 
the cash saving of the population can be derived from 
data relating to money flows to and from the banking 
system. These flows may indicate changes in the cur- 
rency holdings of the population because the latter 
roughly approximate the difference between the increase 
in credits extended by the banks and the increase in 
deposits held by the Government, enterprises and other 
agencies. The banking statistics appear to imply that 
cash saving in relation to the money income of the popu- 
lation was negligible in both countries. It might even 
have been negative until around 1957 and have become 
significant only in 1958 and 1959.*° 


These findings, if correct, cannot easily be explained 
on the basis of other information. There are several 
factors that might account for the absence of any sig- 
nificant rise in the cash circulation during a period of 
rising money income and retail sales. A shift in the 
form of saving from cash to bank deposits, which may 
have taken place during that period, would tend to raise 
the velocity of circulation of cash and hence reduce the 
need for issues of currency for transaction purposes. 
Less likely possibilities would be a change in the desire 
to save and a reduction in the time intervals between 


46 For the Soviet Union, the estimate was based on data re- 
lating to changes in credit outstanding, budgetary surpluses and 
bank deposits of the enterprises and organizations. For Bul- 
garia, only information on changes in credits outstanding and 
budget surpluses was available. The resulting data, especially 
those for Bulgaria, should be treated only as tentative approxi- 
mations. 


successive payments of wages and other incomes. An- 
other possible explanation would be the failure of con- 
sumer incomes to increase as rapidly as sales of 
consumer goods. This would have resulted in reductions 
of the cash holdings accumulated during the preceding 
period because of inadequate supplies of goods. The 
existence of such a money overhang in the Soviet Union 
would imply that the monetary reform of 1947 may not 
have entirely absorbed excess liquid assets. It is possible 
that the elimination of this overhang during subsequent 
years was slowed down by considerable price reductions, 
especially in the early years of the period. Despite a 
considerable increase in the volume of retail sales, their 
value may have failed to rise sufficiently to reduce the 
overhang. After 1954 the downward movement of prices 
came to an end, but it was not until 1958 and 1959 that 
money circulation seems to have expanded. While the 
nature of this expansion is difficult to assess, it seems 
that at least to a degree it was the counterpart of un- 
planned accumulation of inventories owing to the poor 
adaptation of supply to the structure of demand.*” To 
the extent that this was the case, the rise in circulation 
may be considered as involuntary saving of the popula- 
tion. The situation in Bulgaria was in many ways similar 
to that in the Soviet Union. The limited information 
available for this country seems to indicate that, after 
the monetary reform of 1952, the amount of money in 
circulation did not increase and perhaps even con- 
tracted until 1957 when it began to expand and con- 
tinued to grow in subsequent years.** 


Despite the lack of precise information on cash saving 
in most countries, it seems possible to make some gen- 
eralizations concerning private saving and its com- 


47 Trade inventories rose by 51 billion roubles in the two 
years 1958 and 1959, or by 41 per cent above the level of 1957. 
The increases in credits extended to trade organizations in 1958 
alone amounted to 20 billion roubles. 

48 It is notable that in 1959 credits increased by nearly 4 billion 
leva, that is by 28 per cent. 
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ponents. The value of private saving appears to have 
ranged from about 4 to 7 per cent of the money income 
of the population. The inter-country variations in the 
rate of saving were probably smaller than the variations 
in their components, because these tended to be mutually 
offsetting. In the course of the period, however, all com- 
ponents of private saving tended to increase in relation 
to private income. 


The relative importance of private saving in the cen- 
trally planned economies is indicated by the fact that 
its ratio to total fixed investment probably ranged from 
some 12 to 25 per cent. These percentages would be 
somewhat lower if private saving were compared with 
total saving rather than with fixed investment.*” 


Apart from equity saving, cash saving and deposits 
in savings banks, a part of the money income of the 
population was absorbed in some countries by purchases 
of government bonds. However, holdings of these bonds 
differed in character from other forms of saving since 
they were not negotiable and were usually purchased 
under social pressure.°” Because of these characteristics, 
the purchase of bonds resembled, in some respects, tax- 
ation rather than saving. On the other hand, since such 
purchases did not reduce the net assets of the popu- 
lation, so that their disincentive effect was smaller than 
that of taxation, the governments preferred to use this 
form of additional mobilization of resources rather 
than to increase taxes. In these circumstances, classifica- 
tion of these bonds as saving or taxes is necessarily 
somewhat arbitrary. 


Sales of government bonds to the population were 
relatively most important in the Soviet Union, where 
bonds were offered for sale each year from 1950 through 
1958. They averaged in these years about 4 per cent 
of the annual money income of the population, 12 per 
cent of fixed investment expenditure, and 4.4 per cent 
of budgetary income. In Hungary, bonds were issued 
each year during the period 1950-1955, representing 
about 3 per cent of the money income of the population, 
10 per cent of fixed investment expenditure, and 3.6 
per cent of budgetary receipts. In Bulgaria, subscrip- 
tions in 1951, 1952, 1954. and 1955, represented some 


49 The ratios of private saving to fixed investment would be 
much smaller if, instead of gross saving, net saving were used. 
The percentages indicated in the text do not take into considera- 
tion depreciation of private housing, or, in the case of Hungary 
and Poland, depreciation of private fixed assets in agriculture. 
As the proportion of depreciation in these sectors to total de- 
preciation was certainly significantly higher than their share in 
total saving, the importance of net saving by the private sector 
in total net saving was considerably lower. 

50 This refers to the so-called “mass subscription” loans, which 
were usually sold on an instalment basis and paid for by pay- 
roll deductions. These bonds were usually not cashable before 
maturity. In some instances, the maturity dates were extended 
far beyond the original dates and the interest rates were lowered 
by governments. In addition to these loans, which constituted 
the bulk of bond sales to the population, there were, in some 
countries, bonds offered for cash at the savings banks. These 
did not have to be held to maturity but could be cashed at any 


time. These, of course, may properly be classified with savings 
bank deposits. 


7 per cent of fixed investment expenditure and 2.5 per 
cent of budgetary income for these years. In Poland, 
the only mass subscription loan of 1951 amounted to 
7.6 per cent of fixed investment and 2.7 per cent of 
budgetary income for that year. In Czechoslovakia, East- 
ern Germany and Romania, no bond sales of this type 
were made during the period under consideration. 


FOREIGN SAVING AND INVESTMENT 


The role of foreign saving was not analysed in the 
foregoing discussion because the available data are frag- 
mentary and do not permit direct comparisons between 
domestic and foreign flows.*! The following analysis 
is based mostly on two kinds of indirect evidence: bal- 
ances of trade, and long-term credits extended but not 
necessarily utilized. Although both types of data suffer 
from important deficiencies as measures of capital 
flows, they nevertheless throw some light on the broader 
aspects of the subject. 


Statistics concerning the trade balances of eight cen- 
trally planned economies are presented in table 3-15. 
In interpreting these statistics it should be remembered 
that trade balances may differ significantly from bal- 
ances of payments on current account even though the 
share of invisibles seems to be smaller in most centrally 
planned economies than in the private enterprise econo- 
mies.°? Whether a centrally planned economy has been 
a net exporter or a net importer appears to have de- 
pended. on its level of industrial development. The 
principal net exporters were the Soviet Union, Czecho- 
slovakia and Eastern Germany, while the net importing 
countries were Bulgaria, Poland, Hungary, Romania 
and, for part of the period, mainland China. For the 
decade as a whole the Soviet Union’s export surplus 
accounted for more than half of the total export sur- 
pluses, although its share in the total tended to decline 
during these years, falling to probably less than a third 
in 1958-1959. The counterpart of this shift was the 
rise in the export surpluses of Czechoslovakia and East- 
ern Germany, the former falling somewhat short of and 
the latter exceeding the Soviet Union’s export surplus 
by the end of the nineteen fifties. 


Among the net importing countries, mainland China 
appears to have had the largest cumulative deficit, one 
which, however, tended to decline over time. The trade 
deficit of Poland, second in order of magnitude, tended 
to rise throughout the period. The remaining countries, 


51 Foreign loans received and granted are included in budget- 
ary revenue and expenditure but, except in mainland China, are 
not shown separately and thus cannot be derived from budgetary 
statistics. 

°2 The share of invisibles may in some cases be quite signifi- 
cant. For instance, non-commodity transactions reduced the 
deficit of the Polish trade balance from 670 million zlotys to 
372 million in 1958 and from 1,098 million zlotys to 744 million 
in 1959. The main item in the balance of invisibles was trans- 
port, communications and insurance. Its importance in the Polish 
balance of payments was the effect of geographical position and 
the role assumed by Poland in maritime freight transport, and 


cannot be considered as typical of most of the centrally planned 
economies. 
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Table 3-15. Trade Balances of the Centrally Planned Economies, 1950-1959" 


(Millions of roubles) 
eS 


Annual average 


Country - 

1950-1953 1954-1957 1958-1959 1930-1959 
Buse lace. hs... Gs +1018 2120 = 
China CPIBIONABO oreo sos 4 <5 —814.0 — 208.0 are —4, 0888 
G@peqnoslivalia gene covet os cs + 200.8 +368.2 +561.5 +3.399 
Fastern Germany. ois. sca sees. =1.5 +558.2 +678.0 43,559 
Donets a kicc «da, 4,2 = 154.5 458.5 ~ 484 
Poland. pea AN ca AA eR a a — 227.2 —360.5 — 883.0 2 
Mom cc tugs: cde aX. —152.0 —76.0 +14.0 — 808 
RAP ROE EM < Eck tk ehh As! his « +1,051.2 +846.8 +630.5 +8,853 


Source: See table 3-]. 
he A plus sign denotes net exports and a minus 
sign net imports. 

> Bulgaria’s definition of imports and exports 
was changed in 1956 presumably in order to bie 
it closer to the concepts used in the other centrally 
planned economies. The data for the period prior 
to 1956 were not revised except for the year 1955 
for which both series are available. The comparison 
of these data seems to indicate that if the new 


fomania, Hungary and Bulgaria, had substantial net 
mports during the period as a whole. Trends in the 
valance of trade varied from country to country. Al- 
hough the trade balance of Bulgaria was negative most 
of the time, it was probably positive on the average 
yetween 1954 and 1957.°* Hungary experienced a slight 
‘xport surplus during most of the decade although a 
arge deficit was incurred in 1957, with the result that 
he decade as a whole showed an import surplus. In 
tomania, the import surplus declined and in 1958-1959 
here was a small export surplus. 


The pattern of capital flows suggested by the preced- 
ng discussion of trade balances differs in many respects 
rom the pattern implied by the available data on credits 
xtended but not necessarily utilized. The data available 
n credits extended suffer from deficiencies as a measure 
f capital flows. These credits may differ considerably 
n any given period from credits utilized since long- 
erm credit agreements generally stipulate only the 
‘alue of goods to be delivered, the rate of utilization 
f the credits being subject to annual treaties which 
pecify the deliveries scheduled for a given year. In 
iddition, data on credits extended exclude repayments 
eceived by the lending countries.** Furthermore, esti- 
nates of credits extended have to be largely based on 
ficial pronouncements indicating the global figures 
»yresumably covering all loans extended during a given 
yeriod. But the amount of loans which can be accounted 
or on the basis of information relating to individual 
‘ountries and years is considerably smaller than the 
ndicated totals, and the proportion of loans covered 
vy these data seems to vary substantially for different 
‘ountries and periods. This deficiency reduces the value 
of data on loans granted and received such as shown in 
able 3-16 which, being based on incomplete informa- 


53 See footnote b to table 3-15. 
54 They also include grants and military aid that may be ex- 
‘luded from data on trade balances. 


definition had been applied during the period of 
1950-1954 the net imports would have been much 
greater than those shown above. 

© Only partial data are available for 1958-1959. 
Estimates for these two years indicate an average 
annual net export of 258 million roubles. 

4 Total for 1950-1957. Estimated net imports 
during 1950-1959 amounted to 3,572 million roubles. 

® All data estimated except for 1958-1959. 


tion, generally represent only the amount of credit 
accounted for by specific information rather than the 
actual totals, which would be higher. In the following 
discussion, the data in the table will be supplemented 
whenever possible by additional information having 
broader coverage.”® 

According to official pronouncements the total of 
credits extended by the Soviet Union from the end of 
the Second World War until 1960 amounted to some 
46 billion roubles out of which about 32 billion went 
to the centrally planned economies.** During 1950-1959 


55 This applies mostly to the Soviet Union and to mainland 
China. Estimates of credits granted and received by this latter 
country that are shown in the table are largely derived from 
announcements of the Soviet Union which do not always agree 
with the information derived from Chinese sources. The data 
based on Chinese sources were not included in the table but are 
shown separately because, unlike those for other countries, they 
were derived from budgetary statistics, expressed in domestic 
prices and related to actual flows of capital. Moreover, because 
they cover credits granted and received as well as repayment 
of loans, they provide information necessary to assess the net 
flows of capital of mainland China. In consequence, it is more 
convenient to discuss the capital flows of this country separately. 

56 The total of loans granted from 1945 to 1960 was derived 
from the following information: According to S. D. Sergeev, 
Ekonomicheskoe Sotrudnichestvo I Vzaimopomoshch Stran Sot- 
sialisticheskovo Lagerya, page 110, the credits granted by the 
Soviet Union to the centrally planned economies since the wat 
until the beginning of 1958 amounted to 28.7 billion roubles. 
This, together with the 3 billion roubles granted to centrally 
planned economies in 1958-1960, brings the total to about 32 
billion roubles for the period 1945-1960. Credits granted during 
the same period to countries outside the centrally planned group 
amounted to about 14 billion roubles thus raising the total 
credits granted to all countries by the Soviet Union to about 
46 billion roubles. 

It is not known whether these figures include the value of the 
Soviet share of the joint companies in former enemy territories. 
According to A. M. Smirnov, Mezhdunarodnye Valyutnye I 
Kreditnye Otnoshenia SSSR, page 272, “In 1954 the Government 
of the Soviet Union ceded to the respective socialist countries, 
the Soviet share of these companies on advantageous conditions, 
providing for repayments over a period of several years.” Such 
joint companies were established in Romania, Hungary, Bul- 
garia and mainland China. At the end of 1956 debts arising from 
the liquidation of joint companies were cancelled by the Soviet 
Union, at least in some of the countries. 
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Table 3-16. Credits Granted and Received by Centrally Planned Countries, 194 


(Millions of roubles) 


7-1960° 


nN OO EE ———————— oe 


Receiving countries 


Mongolia, 
Granting country and period Total Albans Bulgaria Czecho- Ee Hungary Poland Romania ae North eae 
SSR ee far <6) -e 
Oe cent tee 9. 2.636 49 423 132 £ he 120 ae ee 
1950-1953 i 4,616 ele Wee ode. 485 103 . a a 
10541057 2 6.264 191 610 54 1,120 975 1,624 54 630 
3 .. 1,696 526 250 ... oe ie a 
ee. oe Catan : ae 1,090 980 64 1,715 1,788 2,024 540 41,720 2,665 
[OCU i a ea 1,215 650¢ ae ay a ee 
Czechoslovakia a a a, 
TOGO 1055) een nee. a ae 
LO541957> 06. 5. Ce se 102 a Me 
105 0.1050" Seeee eet ot. a 
Boe pertere. ch: C05 320 yal 102 710 122 
EOOO Ms cena ee 495 i 495 
Breer ios i Pas ee 1,1434 38 73 60 400 110 ee 
1950-1959............ 1,143 38 qa 60 400 110 
TOGO Metis 254 s 254 mi: 
China (mainland)> ‘ Pe 
1050-1953... cnn 50 5 ee ee 
1O5APIO57 cece. 2051 55 eee 
1050-10508. 65) 3,001 105 230 ; 
Other 
LOATIO10 eee 29 29 = 
VO5 051959 acto cre cytes 145 606 2a Ws: 
ROSANOs Tepe) te 77 a Aq 30 
POSeO50, = ok es oe 5 A ow 
105051950... 229 60 A] 30 85 
TOGO cate eR neet Ge, 
Total, all countries 
104741940.) yh) 02,665 49 452 132 ree e2 1,912 120 P>, Se 
105021050 eee out 423 500... 485 103 400 a 1,200 2.020 
1954-1957.......0.0.. 1,119 284 683 54 1,120 1,414 2,484 680 520 3,880 
10581959... 2057 526 250 ... 22] 710 250 a ay 100 
19501050", ee 18 3077 = 1-550" bass 54 1,896 2997 S1s4¢ Gop 17 6,000 
TCO ee ee 1,964. 650 =i. 749 565 


Source: United Nations, Economic Survey of Europe in 1957 
(Sales No.: 58.1J.E.1), chapter VI; A. M. Smirnov, Mezhduna- 
rodnye Valutnye I Kreditnye Otnoshenia SSSR (Moscow, 1960); 
S. D. Sergeev, Ekonomicheskoe Sotrudnichestvo I Vzaimopomoshch 
Stran Sotsialisticheskovo Lagerya (Moscow, 1959); I. A. Lysenko, 
Ekonomicheskoe Sotrudnichestvo KNR So Stranami_ Sotsialisti- 
cheskovo Lagerya (Moscow, 1960); A. K. Kakharoy, G. M. 
Prokhorov, Druzheskaia Pomoshch I Vzaimovygodnoe Sotrudni- 
chestvo (Moscow, 1959); national periodical publications. 

* Credits granted to and received from countries other than 
centrally planned economies are not included. Based only on 
information on credits announced for individual countries and 
periods. The aggregate data announced by some countries are 
considerably larger than the total obtained by adding the credits 
accounted for in the table. 

» Data on credits received and granted by mainland China 
and on loans received by other Asian centrally planned econo- 


the total amount of credits extended by the Soviet Union 
to all countries equalled about 33 billion roubles.°7 


°? The credits accounted for by data relating to individual 
countries for 1950-1959 amounted to 22 billion roubles, of which, 
as shown in table 3-16, 12.6 billion roubles were extended to 
the centrally planned economies. The additional 11. billion 
roubles unaccounted for by data for individual countries were 
estimated as follows: Out of the 46 billion roubles total credits 
for 1945-1960, mentioned in the text, the credits accounted for 
by data for individual countries for the period 1947-1960 
amounted to about 28 billion roubles, leaving an unaccounted 


mies are considerably lower than the figures derived from the 
budgetary data of mainland China. For reasons stated elsewhere 
in this chapter, this information could not be integrated into 
the other available statistics. 

° This loan was agreed upon at the end of 1960 and announced 
on 1 January 1961. In addition, the Soviet Union agreed to 
postpone the repayment of 160 million roubles due in 1961-1963. 
See Ekonomicheskaya Gazeta, 20 January 1961 (Moscow). 

4 Including 1.5 million roubles granted by Eastern Germany 
to Albania in 1951, 

* Out of which 28.5 million roubles extended jointly by sev- 
eral eastern European countries for the construction of a bridge 
across the Danube. 

‘In addition, Poland had received from the United States 
loans amounting to 255 million dollars (1,020 million roubles) 
in 1957-1959 and 171 million dollars (684 million roubles) 
in 1960. 


A tentative estimate of total loans granted during 
this period by all centrally planned economies to each 


for difference of about 18 billion roubles. Since loans in 1945 
and 1946 were not very significant, there does not seem to be 
too great an error in assuming that these 18 billion roubles 
were distributed uniformly over the period 1945-1960. This 
would add about 11 billion roubles for 1950-1959. 

Out of the 33 billion roubles calculated in this manner, nearly 
10 billion roubles were extended to countries other than cen- 
trally planned economies. 
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other and to under-developed and other countries located 
outside that area would be over 40 billion roubles out 
of which about 13 billion were granted to the latter 
countries. 


The available information on loans received by the 
centrally planned economies (see table 3-16) shows 
that in eastern Europe the leading recipient country was 
Poland which between 1950 and 1959 received more 
than 4 billion roubles and between 1947 and 1960 some 
7.5 billion.** The recorded loans received during 1950- 
1959 by other eastern European countries were con- 
siderably smaller, amounting to 2.2 billion roubles in 
Hungary, 1.8 billion in Eastern Germany, 1.4 billion 
in Bulgaria,®® 1.2 billion in Albania and about 100 
million and 700 million in Czechoslovakia and Romania, 
respectively. The loans received by mainland China 
from the Soviet Union, as reported in Soviet sources, 
amounted to about 1.7 billion roubles. The total re- 
corded credits extended to Mongolia, North Korea and 
North Viet-Nam by all countries equalled 6 billion 
roubles. However, these statistics, which total about 
19 billion roubles, are incomplete; the total of loans 
received during 1950-1959 by the centrally planned 
economies probably amounted to about 30 billion 
roubles.*° 


The following description of trends in the granting 
of credits is based mostly on data included in table 3-16, 
since the amounts indicated in the text but omitted from 
the table are not available on an annual basis. Credits 
granted by the Soviet Union appear to have increased 
until 1957 and to have levelled off and declined since 
then. Czechoslovakia and Eastern Germany seem to have 
become important lending countries only around 1955. 
Their foreign lending apparently increased in subse- 
quent years. Mainland China extended loans to other 
countries as early as 1951. The principal credits ex- 
tended to Poland by the other centrally planned econo- 
mies during 1950-1959, amounting to 2.9 billion roubles, 
were made available in 1956 and 1958, much smaller 
credits being received in the following years. Since 
Poland also received long-term credits from the United 
States beginning in 1956 the situation in the last half 
of the decade differed considerably from that in the first 
half when foreign loans were only occasionally avail- 
able. Somewhat similar were the changes in Hungary, 


58 Apart from loans granted by the Soviet Union, Czecho- 
slovakia and Eastern Germany, these totals also include the 
loans granted to Poland by the United States amounting to over 
one billion roubles ($255 million) in 1957-1959 and about 684 
million roubles ($171 million) in 1960. The effect of Soviet 
loans was partially offset by deliveries of Polish coal to the 
Soviet Union at reduced prices. In November 1956 the Soviet 
Union decided that Poland should be compensated for the re- 
sulting losses and cancelled the outstanding debt, which 
amounted at the time to 2.1 billion roubles. mS 

59 Credits received by Bulgaria from the Soviet Union be- 
tween 1945 and 1960 amounted to over 2 billion roubles accord- 
ing to Ekonomicheskaya Gazeta, 20 January 1961. itt 

60 These totals contain a substantial amount of duplication 
since the credit-receiving countries, especially mainland China 
and Eastern Germany, also granted credits to other countries. 


which, except for a 103 million roubles loan from the 
Soviet Union in 1954, did not receive any credits until 
the end of 1956. The inflow of foreign loans beginning 
in November of that year, largely to deal with the diffi- 
culties created by the uprising, slowed down during 
1957 and was brought to a complete standstill by the 
end of 1958. Bulgaria obtained considerable credits in 
1951-1953. Further capital inflows began in 1956 and 
have continued since then. Eastern Germany received 
significant loans in 1953, 1954 and 1957. Mainland 
China obtained the bulk of its credits between 1951] 
and 1955. 


As the Soviet Union was usually the major supplier 
of capital to the other centrally planned economies, 
the trends described above largely reflect the changes 
in the distribution of credits granted by this country. 
Between 1950 and 1955 the outflow of Soviet capital 
was mainly directed to the Asian centrally planned 
economies, especially mainland China. In 1956 and 
1957 the major receivers of credits were the European 
centrally planned economies. Beginning in 1955, how- 
ever, the flow of funds to less developed countries located 
outside of the area of the centrally planned economies 
began to increase and it has continued since then. In 
1958 and 1959 these countries were by far the most 
important receivers of Soviet credits. 


The slowing down of the flow of Soviet capital to 
other centrally planned economies in more recent years 
was partly offset by an increase in outflows from main- 
land China, Czechoslovakia and Eastern Germany. A 
significant portion of the Chinese capital outflow took 
the form of grants rather than credits; the major re- 
ceivers were North Korea, Mongolia and North Viet- 
Nam. Besides credits and grants to the above Asian 
countries, mainland China granted loans to Albania and 
to Hungary. Less substantial grants and credits were 
also reported to have been extended by this country to 
Burma, Cambodia, Ceylon, Cuba and Nepal. 


Czechoslovakia and Eastern Germany, in addition 
to supplying credits to the other, mostly European, 
centrally planned economies, have also stepped up their 
credit programmes for the less developed countries. 
While the share of less developed areas in total credits 
granted by these two countries rose very steeply in per- 
centage terms, it has remained quite modest in absolute 


termis. 


The periods during which these grants were at their 
highest were not necessarily those when the investment 
drive was most intense. Hungary received all and Poland 
most of its loans in periods marked by the pressure 
of consumer demand and wide-spread discontent. Kast- 
ern Germany received foreign credits in 1954 and 1957, 
when the investment drive was slowing down. In main- 
land China and in Bulgaria the inflow of capital was 
synchronized more closely with the acceleration of in- 
vestment, although in the former country this was true 
only in the initial years of post-war development. 
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The forms in which credits were granted varied from 
time to time. In the reconstruction period immediately 
following Second World War, when the ability of the 
Soviet Union to supply goods was severely limited by 
the consequences of war devastation, credits granted to 
eastern Europe seem to have consisted largely of gold 
and hard currency loans. Beginning around 1950, 
credits were extended largely in the form of capital 
goods, and these played a very important role in the 
industrial development of the recipient countries. In 
1956 and 1957, however, the credits extended to eastern 
European countries were mainly for the purpose of 
covering the trade deficits caused by an expansion in 
consumption. The character of foreign capital flows 
underwent another change in 1958 in connexion with 
the greater co-ordination of long-term planning achieved 
through the Council for Mutual Economic Assistance. 
This co-ordination took the form of agreements provid- 
ing for inter-country specialization in various fields of 
economic activity and thereby affected the composition 
of foreign loans. 

The preceding discussion on foreign loans and trade 
balances was based on statistics expressed in foreign 
trade prices of the centrally planned economies. These 
prices are entirely unrelated to domestic prices.*! In 
consequence, to analyse capital flows in conjunction 
with domestic investment it is necessary to revalue the 
former in domestic prices. 

This revaluation raises a number of conceptual and 
statistical problems, which for lack of adequate infor- 
mation cannot be entirely solved. Among the limited 
possibilities, the most appropriate would seem to be 
to convert net imports and credits received by the ratios 
of domestic to import prices, and net exports and credit 
granted abroad by the use of the ratios of domestic to 
export prices. Data on net trade revalued in domestic 
prices are related to fixed investment in table 3-17. 
Although these ratios can be considered only as broad 
approximations subject to error, they seem to indicate 
that from a purely quantitative point of view the foreign 
flows were not very important in relation to domestic 
fixed investment. Among net importing countries the 
ratio of net imports to fixed investment varied from 
7 per cent in Poland to a negligible value in Hungary. 
Among net exporters, the Soviet Union, which was by 
far the most important capital exporting country, ex. 
perienced an average ratio of only one per cent. In 


61 Data on foreign trade and on foreign loans are as a rule 
based on world prices and converted into roubles or into na- 
tional currencies of individual countries at the official exchange 
rates. World prices are meant to be those prevailing in the 
private enterprise economies. As the official exchange rates are 
in most cases entirely unrelated to the ratios between domestic 
and world prices, the data on foreign transactions even if eX- 
pressed in national currency cannot be compared with those 
relating to the domestic flows without appropriate adjustment 
The problem of adjustment is complicated by the fact that in 
the centrally planned economies prices of producer goods are 
determined on an entirely different basis from those of con- 
sumer goods. In consequence, the domestic price ratios of con- 


sumer and producer goods are entirely different from. those 


prevailing on the world market. 


Eastern Germany, and probably also in Czechoslovakia 
(although price co-eflicients are not available for this 
country) the ratio was about 5 per cent. In these two 
countries the ratio rose in the course of the decade, 
while in the Soviet Union it fell. 


Table 3-17. Foreign Trade Balances as Percentage 


of Fixed Investment, 1950-1959 ” 


Te 
1950-1953 1954-1957 1958-1959 1950-1959 


Country 
Bulgaria wieecces —1.0 +5.9 —9.3 —0.7 
China (mainland).. —13.2 —1.4 Lt —4,74 
Eastern Germany.. +1.9 +9.6 +6.2 +5.0 
LabiMEEN GS 5 ace ones +1.0 —3.8 +2.7 — 
Roland see —3.8 —5.6 —9.3 —6.8 
USSRe 2 eee +0.9 +0.5 +1.1 


Source: See table 3-1. 

«In order to calculate these ratios it was necessary to have 
foreign balances expressed in domestic prices (for reasons, see 
footnote 61 to the present chapter). Data on this basis, however, 
were not available for the Soviet Union and for other countries 
could be derived only for a single year. For the Soviet Union, 
therefore, the foreign balances had to be revalued by a conver- 
sion coefficient calculated on the basis of official statements 
indicating that after the 1961 price and exchange rate reform, 
the new domestic prices, equal to one-tenth of the former prices, 
corresponded to world prices converted into national currency 
at the new exchange rate which raised the ratio of the rouble 
to foreign currencies 4.4 times. The coefficient obtained on this 
basis corresponds in general to information derived from a 
comparison of foreign and domestic prices of a number of com- 
modities. For other countries separate conversion coefficients 
for imports and exports could be obtained for a single year by 
dividing trade data expressed in foreign prices by corresponding 
data expressed in domestic prices. 

In order to obtain coefficients for other years the available 
ratios had to be extrapolated by means of indices of the ratio of 
domestic to foreign prices. The indices were obtained separately 
for imports and exports. For any country, the index for exports 
(imports) is a weighted index of the domestic prices of consumer 
and producer goods divided by the world index of export (import) 
prices. The domestic price index was weighted by the composi- 
tion of exports (imports) in 1953. The estimated conversion 
coefficients for net imports and net exports, respectively, for 
the average of 1950-1959 are as follows: ae 2.38 and 2.23; 
Eastern Germany, 1.27 and 1.95; Hungary, 1.84 and 3.59; 
Poland, 6.70 and 6.41; Soviet Union, 2.43 and 2.43. The same 
coefficients were used for converting data on the foreign lending 
and borrowing of the centrally planned economies. 

» A plus sign denotes net exports and a minus sign net imports. 

¢ Estimated ratio for 1958-1959 was equal to +0.7. 

d Total for 1950-1957. Estimated ratio for 1950-1959 amounted 
to —2.3. 


An evaluation of the relative importance of foreign 
loans as estimaied from credits extended or received 
differs considerably from the evaluation based on for- 
eign trade statistics. The value of credits granted by 
the Soviet Union in 1950-1959 expressed in domestic 
prices amounted to about 2.6 per cent of its fixed 
investment,"” that of Eastern Germany to 3.3 per cent. 
The latter country received credits amounting to some 
3.1 per cent of its fixed investment, so that its net for- 
eign lending was insignificant. In Bulgaria the ratio 


52 Unless otherwise stated, the ratios used in the following 
discussion are based on the incomplete data on foreign lending 
and borrowing recorded in table 3-16, supplemented by the in- 
formation on loans granted to under-developed areas. If, instead 
of the data included in the table, information on the total 
credits granted by the Soviet Union is used, the ratio of total 
credits granted abroad to fixed investment seems to have 
amounted to 3.5 per cent during the decade. 
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of credits received to fixed investment was about 9.5 
per cent, and in Hungary about 7.4 per cent. A com- 
parison of these ratios with those based on foreign trade 
balances shows, as one would expect, very great differ- 
ences in magnitude."* Poland was the only country for 
which the ratios to fixed investment of credit granted 
and of net imports were similar, about 6.3 per cent. 


The available data for mainland China are more com- 
plete than for any other centrally planned economy, 
since they permit the measurement of net capital flows 
on the basis of loans actually utilized or disbursed, and 
of repayments. It is therefore possible to supplement 
the cursory references to this country in the preceding 
discussion with further analysis. Between 1950 and 1957 
the Soviet Union was the only country extending credits 
to mainland China. According to Soviet sources, the 
credits extended totalled 1,720 million roubles, although 
there exists an estimate of credits received by mainland 
China amounting to some 5.5 billion roubles.** This 
discrepancy is so large that it can hardly be attributed 
to any possible errors in the estimated conversion co- 
efficients, and suggests, rather, that the Soviet data have 
more limited coverage, and may exclude, for instance, 
loans for non-economic purposes and short-term com- 
mercial loans.*° 


Chinese data expressed in domestic prices are not 
subject to uncertainty arising from the conversion rates. 
These indicate that between 1950 and 1957 the loans 
received by mainland China amounted to 5.3 billion 


63 This difference may be due to several factors. Apart from 
the difference between loans extended and loans utilized, the 
data on credits granted or received are gross in two other re- 
spects: they represent totals granted during a given period 
without any allowance for the value of loans repaid and for 
loans granted to other countries. They may also include grants 
and in some cases military aid, which seems to be excluded 
from trade balances. On the other hand, the data on trade bal- 
ance do not include invisibles, which in some countries and 
during some periods could have been significant. 

64 A recent publication of the Institute of Sinology of the 
Soviet Academy of Sciences quoted the sum of 1,720 million 
roubles alongside that of 5,294 million yuans as granted to 
mainland China (see Ekonomicheskoe Sotrudnichestvo KNR So 
Stranami Sotsialisticheskovo Lagerya (Moscow, 1960) ). Unlike 
the information published by other centrally planned economies 
concerning loans granted but not necessarily utilized, the data 
on mainland China refer to actual disbursements or receipts 
as recorded in the state budgets of that country. These data 
are presumably expressed in domestic prices, and therefore can 
be compared directly with domestic investment expenditure 
expressed in the same prices. But little is known about the re- 
lation between domestic and foreign prices expressed in yuans 
although it is generally assumed that these differences are not 
very large and in any event much smaller than in other centrally 
planned economies. Moreover, the actual yuan-rouble exchange 
rate applied during 1950-1959 is not known although there are 
reasons to believe that that rate fluctuated. The Soviet bulletins 
on exchange rates cover the other centrally planned economies 
and most other countries, but do not contain any data on yuans, 
The official rate of exchange announced several years ago was 
two roubles to the yuan. The cross rate obtained by relating 
the yuan to the rouble and to the pound sterling indicates a 
ratio of 1.7 roubles to the yuan. But the rate derived from the 
comparison of the value of Soviet-Chinese trade expressed in 
roubles and in yuans, during recent years indicates a ratio of 
1.04 roubles to the yuan. This rate was used to convert into 
roubles the loans received by and extended to mainland China 
during the period under review. 


yuans while the loans extended by mainland China to 
other, mostly Asian, centrally planned economies 
equalled 3.9 billion yuans, net borrowing thus amount- 
ing to only 1.4 billion yuans. As the budgetary statistics 
of mainland China make it possible to estimate repay- 
ments of foreign loans, the net flows can be derived. 
After allowing for repayments there was a net outflow 
of some 200 million yuans in 1950-1957 but this became 
more pronounced in 1958-1959. Taking into account 
recorded loans in 1959, it appears that during the 
decade as a whole there was a net outflow of capital 
amounting to at least some 1.6 billion yuans, but, if 
allowance is made for the estimated loans extended in 
1958, the net outflow might have been as much as 2.8 
billion.*® 

During the first three years of the decade, in 1950- 
1952, the excess of credits received over credits granted 
was very substantial, amounting to 1.9 billion yuans, 
but the loans of about 1.6 billion yuans extended in 
1953, mostly to North Korea, only partly offset by 
further loans from the Soviet Union, reduced the cumu- 
lative net inflow of capital to only 700 million yuans 
for the period 1950-1953. During the two following 
years mainland China continued to receive a net import 
of capital but the repayment of loans beginning in 1954, 
together with the decline in foreign borrowing and the 
continuation of foreign lending, resulted in a continuous 
net outflow of capital beginning in 1956. The importance 
of these flows measured in relation to total fixed invest- 
ment is indicated in the following data on capital flows 
as a percentage of fixed investment: 


Loans received 


= Loans Net 

Gross Net of repayment granted flows® 
105 (0) O52. ee 16.6 16.6 Dell 14.5 
1O5051953 eee ee ale! iL 8.0 Sal 
NO SAO Di meena 4.5 1.9 3.4 —1.5 
IG ENOEMOT ono 550 6.4 4.5 4.7 —0.2 
1958-1959. ..... — —1.5 0.5» —2.0> 
NOS 051959 Rae Be) 1.8 2.8» —1.0° 


@ Net flows are equal to loans received from abroad, net of 
repayments, less loans extended abroad. Minus sign indicates a 
net outflow of capital. 

b These data on loans extended and on net flows are under- 
stated because they do not include the loans extended in 1958, 
for which no data are available. The inclusion of the estimated 
value of these credits would raise the ratio of net outflows for 
1953-1959 to between 3 and 4 per cent of fixed investment and 
for the decade of 1950-1959 to between 1.4 and 1.9 per cent. 


65 [t is possible that the totals announced by mainland China 
include part of the value of the Soviet shares in the joint 
Soviet-Chinese companies which, after their dissolution, were 
to be reimbursed over a period of several years. (See the joint 
Soviet-Chinese communiqué published by Izvestia (Moscow), 
12 October 1954.) : 

66 During 1958-1959 mainland China did not receive any addi- 
tional credits from abroad. The repayment of foreign loans 
amounted to about one billion yuans during these two years. 
The data on credit granted were available only for the year 
1959 and amounted to 350 million yuans. The net outflow ac- 
counted for so far was equal to 1,350 million yuans, which, 
together with the 200 million yuans indicated in the text for 
1950-1957, brings the total net outflow during the decade to 
1,550 million yuans, exclusive of credits extended by mainland 
China in 1958, A tentative estimate of these credits yielded a 
figure of 1,280 million for 1958. Adding this amount to the sum 
indicated above, one arrives at a total of 2.8 billion yuans. 
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It appears from these data that net foreign borrowing 
in relation to domestic investment was very important 
only in 1950-1952 when it amounted to more than 14 
per cent. In the course of the following years this ratio 
fell considerably and, after 1956, became negative. Dur- 
ing the decade as a whole the net outflow of capital 
amounted to between one and 2 per cent of domestic 
fixed investment. Despite the deficiencies of and differ- 
ences between measures of capital flows based on statis- 
tics of credits and grants extended, on the one hand, and 
trade balances, on the other, the foreign trade data indi- 
cate a roughly similar trend to that just mentioned: a 
considerable net import during the early years of the 
decade followed by a steep decline in the surplus in 
subsequent years, and a net export in 1958-1959. 


The increasing importance of loans extended by the 
centrally planned economies to under-developed coun- 
tries makes it pertinent to present some additional infor- 
mation on these capital flows, which began around 
1954.°" Very modest at that time, the extended loans 
rose almost continually from year to year reaching an 
amount of 3.4 billion roubles in 1959. The total amount 
of credits granted from 1954 to the latter part of 1960 
was equal to about 18.4 billion roubles. The distribution 
of these loans over time is shown below (in billions of 
roubles) : 


LODE NOS DE aceteerce cece setiek 1.4 
POS GOSS Fevexcoccicctenesee stone 4.0 
VS G29 Dee iecccxeceuueseteer snes 7.4 
1960 5.6 


The Soviet Union was by far the most important lend- 
ing country in the group. It provided over 75 per 
cent of the total credits extended. Mainland China par- 
ticipated in the aid to under-developed countries in the 
amount of 720 million roubles, a large proportion of 


which consisted of grants.*S Eastern European centrally 


67 The data on these flows could not be presented in table 3-16 
because of lack of adequate information on their distribution 
by lending countries. 

*S In contrast to the Soviet Union, the aid of which consisted 
almost exclusively of credits. 


planned economies granted some 3 billion roubles to 
under-developed areas, Czechoslovakia and Eastern Ger- 
many being the most important lenders. 


The expansion of lending was accompanied by a sub- 
stantial increase in the number of countries receiving 
financial aid from the centrally planned economies. Up 
to 1957 almost all the credits were granted to five coun- 
tries: Afghanistan, Egypt, India, Indonesia and Yugo- 
slavia; by the middle of 1960 this number had increased 
to twenty. The percentage distribution of credits and aid 
extended by the centrally planned economies to less 
developed countries is shown below by area:°° 


Miidle. Bastc.cke-ocecececcrsceses: eee 2302 

United Arab Republic «......:c.c.:.cc0000s 17.0 
Avian’ eo eitae aaah caecresmercete rocket nee neneeeeee 6.1 
Laity Amieried /sscccasvecacsscssnecernce tees 7.0 
BGUTO PO! casccceebsegeesoceeeccuecuearceuecee aeons ees 24.1 


These loans were usually granted at low interest rates 
of 2 or 2.5 per cent and were repayable in from ten to 
thirty years, depending on the purpose and size of the 
loan. In cases where the loans were extended for the 
construction of a specific project, the repayment was 
to begin only after its completion. As a rule the debtor 
country was entitled to repay the loans in domestic cur- 
rency or by export of domestic products to the creditor 
country. Credits were only exceptionally granted in hard 
currency. In most cases credits consisted of goods neces- 
sary for specific projects, and frequently of assistance 
in preliminary programming and surveying. As these 
preliminary stages are time consuming, perhaps no more 
than 25 per cent of the total credits extended to under- 
developed countries between 1954 and 1960 had been 
actually utilized by the end of the decade. 


8° Based on information from the receiving countries. Most 
of the credits originally offered to Yugoslavia were indefinitely 
postponed by the Soviet Union and other eastern European 
countries. 


Conclusion 


Although an insufficiency of data has precluded an 
integrated analysis of changes in sectoral saving and 
investment. the foregoing discussion affords a basis for 
a few general conclusions about the sectoral pattern of 
investment finance in the centrally planned economies 
in the nineteen fifties. 


The most evident conclusion is that budgetary saving. 
which on the average was the largest source of funds for 
financing investment, accounted for a declining share of 
saving during the course of the decade. This shift. as well 
as inter-country variations in the share of budeetary 
saving in total saving, was largely influenced by varia- 
tion in government policies with respect to state enter- 
prises, collective farms and the private sectors, 


The decline in the share of budgetary saving in the 
total was associated with a rise in the saving and in the 
degree of self-financing of ,the state enterprise sector, 
reflecting important alterations in government policy. 
At the beginning of the decade, most of the profits were 
transferred to the budget regardless of the financial 
needs of the enterprises, which were served instead by 
budgetary grants. This policy. tending to maintain strict, 
centralized control over the finances of the enterprises, 
was subsequently altered so as to leave a much greater 
portion of the profits at the disposal of the enterprises. 
An important factor influencing this change was the in- 
creased emphasis placed on expansion of output through 
technical improvements in the existing enterprises rather 
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than through new construction. This policy reduced the 
need to transfer funds from old to new enterprises 
through the state budget. The increase in the share of the 
saving of the state enterprise sector in total saving was 
also influenced by price reforms which, by eliminating 
deficits or increasing the profits of enterprises, reduced 
their reliance on budgetary grants. 


The state enterprise sector was not the only benefi- 
ciary of shifts in the sectoral distribution of saving; the 
collective farms and the private sector also substantially 
increased their share of total saving. In the collective 
farm sector, this change came about largely through a 
rise in money earnings and in the undistributed revenue 
of the collective farms resulting from increases in the 
prices paid by the state purchasing agencies. The rise in 
private saving was influenced by several factors: a sub- 
stantial improvement in real personal income, an in- 
crease in the availability of durable consumer goods 
and—probably most important—an increase in the sup- 
ply of investment goods allocated by the state authorities 
to private housing construction. As a result of all these 
changes, the sectoral distribution of saving was quite 
different at the end of the period from that at the begin- 
ning. While data limitations prevent a statistical de- 
scription of these changes in some of the centrally 
planned economies, sufficient information is available 
to indicate that in five countries in 1958-1959 budgetary 
saving amounted to only about a half or less of total 
saving. In some countries private saving, and in others 
the saving of the state enterprise sector, ranked second 
in importance. The saving of collective farms was 
generally less significant, ranging from a negligible 
proportion in Poland to about 11 per cent of the total 
in Bulgaria. 


Although variations in the sectoral distribution of 
saving were due in large part to variations in govern- 
ment policies, they also reflected changes in the share of 
national income devoted to investment. During the 
earlier period of development, the mobilization of an 
increasing share of the national income for productive 
investment in the state enterprise sector had as its 
counterpart a considerable restriction on the growth of 
the income of collective farms and households and on 
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the supply of physical resources allocated to their invest- 
ment. Subsequently, when the investment drive slack- 
ened, a change in this policy had the direct effect of 
increasing private and collective farm saving. Similarly, 
the rate of saving in state enterprises increased as a 
result of modifications to methods of their financing 
which were associated with a deceleration in the growth 
of investment. 


The directions taken by international capital flows 
were largely but not entirely influenced by the differ- 
ences in the level of industrial development among the 
various centrally planned economies. The bulk of the 
foreign loans was received by the less industrialized 
European and Asian countries. Among the lending coun- 
tries, by far the most important was the Soviet Union, 
but substantial loans were also granted by Czechoslo- 
vakia and Eastern Germany and, rather surprisingly, by 
mainland China. Although the credits received by the 
latter country from the Soviet Union were very con- 
siderable, the loans granted by mainland China to other 
countries were not much smaller, and if account is taken 
of the repayment of loans, mainland China, the least 
developed country of the group, appears as a net ex- 
porter of capital. 


The flow of credits was not always synchronized with 
the intensity of the investment drive in the receiving 
countries. In some cases most of the credits were received 
during periods characterized not by an expansion of 
investment but by rising claims for consumer goods. 


The share of foreign loans in total saving both in 
lending and in borrowing countries was relatively smal] 
throughout the period, especially if calculated on a net 
basis. But the actual impact of the inflow of foreign 
capital on the development of the receiving countries 
was at times considerably greater than would appear 
from the quantitative ratios relating to the whole decade. 
The loans received in the form of machinery and equip- 
ment for strategically essential industries played a con- 
siderable role in the post-war recovery of several coun- 
tries, and in the initiation of their industrialization. In 
the subsequent period, the loans were largely used by 
receiving countries to overcome specific shortages that 
impeded their further economic growth or stability. 
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CURRENT ECONOMIC DEVELOPMENTS 


Chapter 4 


RECENT TRENDS IN INDUSTRIAL COUNTRIES 


The year 1960 was characterized by diverging trends 
a demand and output in North America on the one 
sand, and in western Europe and Japan on the other. 
it the beginning of the year demand was buoyant 
hroughout the industrial countries. In the United 
»tates the rapid recovery from the impact of the steel 
trike led to expectations that 1960 would be another 
»oom year. In several western European countries, in 
sontrast, there was a likelihood that expansion might 
»e slowed down by the growing pressure on productive 
sapacity and by the increasing tightness of labour sup- 
ily. In fact, demand in the United States faltered in 
he second quarter of 1960 and a mild recession devel- 
sped during the second half of the year. The level of 
vutput for the year as a whole nevertheless surpassed 
ihat for 1959, though the rate of increase was, of course, 
ubstantially lower than in the preceding year. In most 
western European countries and Japan, supply proved 
o be more elastic than had been anticipated; and as 
otal demand continued to rise in 1960, output generally 
-xpanded at a higher rate than in 1959. However, be- 
vause of the setback in North America, the over-all rate 
of growth for industrial countries declined from 6 per 
vent in 1959 to 4 per cent in 1960 (see table 4-1). 


Industrial Countries: Gross National 
Product, 1958-19602 


(Indices at constant prices; 1957 = 100) 


Table 4-1. 


Industrial North Western 

Year countries America Europe 
UNS ee ee > occ a 100 99 102 
1 a ee 106 105 106 
APM stat, ceases 110 108 113 


Source: Division of General Economic Research and Policies of 
he United Nations Secretariat, based on data from replies of 
Jovernments to the United Nations questionnaire of November 
1960 on economic trends, problems and policies; Organisation for 
furopean Economic Co-operation, General Statistical Bulletin 
Paris), and official ea cae. 

* Regional totals are derived from country data at prices and 
xchange rates of 1954. Total for industrial countries includes 
apan, for which data refer to fiscal years beginning in April. 


The 1960/61 recession in the United States was 
nitiated by a sharp fall in the rate of inventory accu- 
mulation, which more than offset the expansionary effect 
of advances in other demand components, notably in 
*xports and public consumption. In the first quarter of 
1961, however, there was also a small decline in the 
volume of final purchases of goods. In Canada, the 
upswing was brought to an end at about the same time, 
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when inventory accumulation, fixed investment and ex- 
ports declined simultaneously. But domestic expansion 
soon resumed its strength and consequently output in 
the fourth quarter of 1960 recovered to a level above 
that of the first quarter. Unemployment, which had 
failed to decline in line with the recovery of output after 
the 1957-1958 recession, rose substantially both in 
Canada and in the United States. 


In most western European countries the rise in total 
output attained peak rates in the early part of 1960. 
During the rest of 1960 output continued to advance 
but, generally, more slowly; in a number of countries, 
however, rates of expansion tended to stabilize towards 
the end of the year. The principal factors in the ex- 
pansion of 1960 were an upsurge of industrial in- 
vestment in plant and equipment and the continuing 
buoyancy of consumer demand for durables and other 
manufactures. Early in the year the expansion was also 
enhanced to some extent by stockbuilding, although in 
view of their high import content, changes in inven- 
tories tended to have a more limited effect on domestic 
output in the western European countries than in the 
United States. The decline in the rates of growth in the 
course of 1960 resulted partly from a weakening of 
demand for exports, particularly to the United States, 
and to some extent also from measures of restraint 
which several countries had introduced at the height 
of the upswing early in the year. The impact of these 
measures was especially evident in the slackening of 
the pace of residential construction, which had contrib- 
uted largely to the upswing of activity in 1959. In addi- 
tion, government consumption and public construction 
were held down in several countries for the purpose of 
reducing pressure on resources. The main features of 
the 1958-1960 upswing are shown in table 4-2. 


The expansion in western Europe in 1960 was accom- 
panied by rising demand for labour and further reduc- 
tions in the level of unemployment. Many countries 
experienced a growing shortage of skilled labour, espe- 
cially in the construction and engineering industries, 
but there was generally no over-all labour shortage. 
Tightening labour markets in western Europe brought 
about some acceleration of wage increases, which began 
to exert pressure on prices in the latter part of the year 
when the rise in output slowed down. Price increases, 
however, remained moderate. The relative stability of 
prices in 1960 reflected in part a decline in import 
prices for industrial materials and foodstuffs, as well 
as satisfactory crops in the majority of countries, which 
helped to keep domestic food prices stable. 
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Table 4-2. Gross National Product and its Major Components, 1957-1960? 


(At constant prices; as percentages of 1957 gross national product; for 1958-1960, increments from preceding year) 


oe SS ee ae 
Exports and imports of 


Gross Personal Government Fired Change in goods and services 
Country and year national consump- consump- invest- inven- 
product tion tion ment tories Balance Exports Imports 
Western Europe» 
Os eae See aL Sea 100.0 64.8 137 19.4 Nee 0.3 23.5 23.1 
LOS bee se eee eke he es aoe 2.1 165 0.2 05 05 0.5 0.7 0.3 
LOSO mie ete anny Oar ae 4.4 24, 0.6 eet 0.1 2.2 2.1 
locoets a ey eee 6.4 3.6 0.7 2.0 te = 2.6 aq 
Austria 
Nel Le lee Peed 100.0 65.4 12.0 22.1 U5 ee 28.4 20.4 
OEP, Se ine el ee ait Ai eect a8 2.7 0.5 0.7 pe thG 0.2 0.8 
1050 CMe ee et 3.9 3.4 0.4 ml Os Peers 2.6 4.0 
TOGUARE hc 4 oe eee ee 9.0 4.9 0.2 3.0 3.4 3.6 7A 
Belgium 
TOS TH NENS. Alon AONE 4h. Gok 100.0 71.4 9.8 15.4 (ih 7 
1958 | Sar Os eae Or eas oe: 8 0.2 oe) ai ie a3 me 
REE Din te ge 2 36 0.3 0.6 2. 7 
OU ae ne eee eee 4.8 * 4 fe . a ei 
Denmark 
105 Mee are a cin est oe eee 100.0 68.1 12.5 16.3 2.1 0.9 5 
(OSG eee eat ee at ae 2.8 34 0.2 Lig= GG ine ca 
; 1.0 39 2.2 
OR OU een Cerra rete 5.5 4.0 0.6 3.0 3.3 =53 2.0 7.2 | 
TOGOMRRT eh ee 5.8 4.5 0.5 Ly aes Ck 3.2 4.4 | 
Finland 
Kose I eee 100.0 63.2 7 5 re 
LOS eee 0.2 22 io ae os bee ce 
LOO nai Sra. te mala et oe 6.5 4.2 1.0 1.9 —0.6 3.5 ee 
O60) Meee atin SPM Ros bases esol 8.2 5.2 0.6 4.7 =35 42 Be 
France 
1 a ee 100.0 67 d 7 
Lonoke feline es he ae eo ag “1 ne ae 
1959 Pike nde scan: Sete, 2.1 0.6 0.5 (let 2.0 3 ae 
A era ake 9 0.7 1.0 07 0) 23 2.3 
ey (Federal Republic) 
Oar Aee nn cs Gal ce Mare 16 100.0 D cc 
[Ose ies Molen a” 3.3 = Te oe me 4 se se 
G05 OW pe era oo ier ctaaw alr 6.9 3.5 12 a5 yea, ae ~ rig 
ia hk ol a m ea 8.8 51 1.0 29 05 08 ac ne 
Italy 
(O57 eee ee 100.0 66.6 1 21.7 
Bratide ; y 21.7 B: 
1958 ides, mney ee ah we 4.4 2.0 i 0.3 ay 1.0 at or 
1959 for lal ras aan My aon 6.9 3.4 0.2 1.8 0.1 1.3 27 im 
St deh cig eles ERY 7A 4.6 0.7 3.4 Li 44 3.7 6.0 
Netherlands 
195 nee ee 5 
LODO the 2 ae SRR iit Dae abe ie 29.0 28 —2.1 53.3 55.4 
RE ean 1.7 0.4 ZG ~—9G “se 7 
ROO We nsec Metre ae 57 20 —03 2.8 r e oa ity 
ICO ae ee a 9.9 3.8 0.4 2.7 Re oe a 
‘4 2.7 a —0.2 8 
Norway * 
ToT ao eA ee ee ae 100.0 59.7 28.7 
DSB oeeccice eects 02 a~ i> 0) @ prkahe sey ea ea 
LF ea rata ure ees re natal Auer a es celta al ay Gite cond d ir if : ap. = 4 1.2 1.5 
Ny eee 4.3 0 0.6 -12 (1,8 2.2 3.9 17 
: - 3.0 —~ Oe : 
Sweden4 ne aa 
1957 
aT Se ee 100.0 61.4 
TOS be ere 0.9 e ae oe = ee 24.8 25.1 
tee 1.6 0.6 iy eee 
dee NO ae bag ee xsi. 5.6 24 10 ee 30 —0.2 0.4 
Dr ike i Si 2.7 1.3 0.6 0.7 15 4 3 ie 
a 1 3.2 4.7 
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Gross National Product and its Major Components, 1957-19608 
(continued ) 


(At constant prices; as percentages of 1957 gross national product; 


for 1958-1960, increments from preceding year) 


Exports and imports of 


Ronnie and-veat Seiad pk ee cA seed mhanye _ goods and services 
product tion tion ment tories Balance ad Exports Imports 
United Kingdom : ant if : 
Week EMO Yor aru GR cickie a 100.0 67.6 15.4 15.4 ve O13 Biv 26.7 
ES ga a Woe ey —0.] 0.2 —0.7 0.2 — —_— 
1 re 2.8 2.8 0.3 0.9 G29 A. 0.7 2.0 
BUM IM e ae aia Pails occ Tas as she Ses eis le 4.8 2.9 0.5 1.6 Dkk —2.0 Ine alt 
sorth America 
aH Sele Nels ae ee 100.0 69.3 16.5 IhAl 0.4 ORT, 6.9 6.2 
Seana = 1.0 0.7 ek —1.2 —0.5 —018 —().7 all 
ae «OL at ele ae 6.2 3.7 0.4 Ik 1.4 —0.6 0.2 0.8 
AM) aia eta Sede cksiis <iclain shies ais Zo Le Oe 0.3 —0.7 el 0.8 —0.2 
Canada 
[SS Y ise ml eae es 100.0 67.4 Is 25.0 0.6 Deo y 
k le Die 20. : —5d.i 220 Plesk 
DSTSU Pt ee is. Dell 0.6 —1.3 —1.9 1.9 0.4 —1.5 
SI Ot Vert wos Saye Sat Be és Se 3.0 —0.3 —().3 Zl —2.1 0.4 it 
| SOU el 3 rae aa eee ae Bel Oul —1.1 0.4 0.9 0.7 —0.4 
United States 
IOS cll ae 100.0 65.3 16.8 16.5 0.3 Wall 6.0 4.8 
eee B12 © “206 Of eee Soo" eee = Mae 0.2 
JB hon cage ea ae 6.5 3.8 0.4 Vis} IRS —0.5 0.1 0.7 
BSN MMe he enki hed» vAg, lie 0.1 0.5 —0.7 Hall 0.9 —0.2 
apan® 
MIM yet. re eee os els oe 100.0 59.9 9.9 25.8 4.6 —(), 1 Jeske 13.8 
LSU 2 Ee ee eee 3.6 3.4 1.0 2a —4,3 0.7 nll —0.6 
TSE ES ae ee ee 18.3 4.4 0.8 6.7 8.6 —2.2 Deli 4.3 
RE eM Ricca. ner are bcsencicinco 1333 5.0 1.6 9.4 —l.1 —2.4 Wis 3.9 


Source: See table 4-1. 

= Data conform as far as possible to the OEEC system of 
ational accounts. Regional totals are derived from country data 
t prices and exchange rates of 1954. 

> Excluding Austria and Belgium. 


Despite the downturn of demand in North America, 
he trade of industrial countries rose to a peak level in 
960. As import demand declined in North America 
n import boom of unprecedented magnitude developed 
n western European countries, which gave fresh im- 
yetus to the expansion of world trade. This upsurge of 
lemand supplied the main stimulus to a recovery of 
xports from the United States and to a further expan- 
ion in the exports of primary producing countries. It 
Iso led to a considerable acceleration of trade within 
vestern Europe, especially among the members of the 
furopean Economic Community. 


The expansion of exports from western Europe was 
rrested after the first quarter of 1960 when United 
states imports began to decline, and trade balances 
leteriorated progressively during the rest of the year. 
The deterioration occurred principally in trade with 
he United States, where the trade balance recorded a 
orresponding improvement. But despite this shift in 
xternal balances, the rate of reserve accumulation ac- 
elerated in western Europe, while the United States 
eserve position deteriorated no less than in 1959. This 
Jevelopment resulted primarily from a large outflow 


¢ Personal consumption includes changes in inventories. 


4 Exports include net services; imports refer to merchan- 
dise only. 


¢ Fiscal year beginning | April of year stated. 


of short-term funds from the United States during the 
latter part of the year, chiefly to western European 
financial centres. 


Relying primarily on credit policy to restrain the 
upsurge of demand, several western European countries, 
notably the Federal Republic of Germany and the 
United Kingdom, raised discount rates early in 1960. 
As the pace of activity slackened in the United States 
and credit was eased, interest rate differentials widened 
and United States funds were attracted to western 
Europe. The re-emergence of large-scale movements of 
“hot money” as a major source of payments disequi- 
librium was facilitated by the elimination of payments 
restrictions in the major European financial centres. The 
outflow of United States funds was also enhanced by 
speculation on a possible realignment of exchange rates, 
and it occasioned a substantial drain of the United 
States gold reserve. To stem the inflow of United States 
funds, and in an effort to co-operate in preventing a 
further deterioration of the United States balance of 
payments, discount rates were lowered in the Federal 
Republic of Germany and the United Kingdom late in 
1960 despite continuing domestic demand pressure. 
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The experience of 1960 has focused attention on the 
limitations of credit policy, as a regulator of domestic 
economic activity. In view of inevitable differences in 
the timing of cyclical changes in the major industrial 
countries, reliance on the interest rate as the principal 
instrument of anti-cyclical policy is liable to give rise 
to interest rate differentials, which may set in motion 
international flows of short-term funds. So long as basic 


balance of payments disequilibria persist in some of 
the major industrial countries, “hot money” movements 
can be expected to produce recurrent payments crises. 
While the elimination of structural imbalance remains 
the chief goal of government policy in the field of in- 
ternational payments, increasing consideration is also 
being given to the question of appropriate domestic 
anti-cyclical policies. 


Domestic developments 


THE DOWNTURN IN NorTH AMERICA 


The decline of output in the United States which began 
in the second quarter of 1960 brought to an end the 
shortest of the post-war upswings. The rise in industrial 
production had lasted only twenty-five months when the 
downturn began, compared to thirty-five months of 
expansion during the years 1954-1957, and forty-five 
months in 1949-1953. A comparison of the cycle of 
1957-1960 with the preceding one sheds some light on 
the factors that have accounted for the brevity and lack 
of vigour of the recent upswing. As table 4-3 shows, the 


average annual rate of growth in gross national product 
was higher during the period 1957-1960 than in 1953- 
1957, but the expansion of final demand in the private 
sector slackened considerably between the two cycles. 
The factors which accounted for the more rapid growth 
in 1957-1960 were to some extent accidental: an ab- 
normally high rate of inventory accumulation in the 
first quarter of 1960 after the termination of the steel 
strike, which raised the 1957-1960 growth rate; and 
cutbacks in defence expenditure during the period 1953- 
1957, which depressed the over-all growth rate of that 
period. But the more important fact is that the growth 


Table 4-3. United States: Average Quarterly Changes in Selected 
Economic Indicators During Recent Business Cycles* 
(Percentage) 


During expansion 


y k During entire 
During contraction business cycle 


Ttem 


1954-1957 1958-1960 1953-1954 1957-1958 1960-1961 1953-1957 1957-1960 


Gross national product........... 
Dinalpurchaces ee cnien 
Private purchases®........:.. 
Personal consumption... ... 
Durablessn een eae oe 

Gross private fixedinvestment. . 
Producer durables......... 


Non-agricultural employment... . . 
Manitactirmet 3, a) eae 
Durable goods industries... .. . 
Unemployment: j.0.0..\:00. 10: = 
Total personal income............ 
Wage and salary disbursements 
in manufacturing............ 


TOTAL TRANSFER PAYMENTS 


NNN RAE BROMNE WOO 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from United States Department of 
Commerce, Survey of Current Business, Business 
pieastics and U.S. Income and Output (Washington, 


® Changes computed from seasonally adjusted 
monthly or quarterly data. For the monthly data, 
three-month averages centred on the month of 
business cycle turning point have been used. The 
turning point months (July 1953, August 1954, 
July 1957, April 1958 and May 1960) and quarters 
(second quarter 1953, second quarter 1954, third 
quarter 1957, first quarter 1958 and second quarter 


IONNwOBROBRHNDNDH SE 


RR HOW NOM ENR HHH 
OVO oo 


pao. 


eho 


_— 


—0.9 — a == 0.6 0.7 
=())5: — 4 Ou 0.6 0.6 
—(2 20) —0.4 0.9 0.6 

= =) 85: —0.4 0.9 0.8 
110) —5A a 0.9 0.7 

0.1 —4.8 = 0.8 0.2 
= Ws: oie — " 0.7 —=U3 
— 0) eG 1.2 —0.8 On 
eee ul one 0.5 0.7 
hi — (4 3.0 Ue 0.3 
—0.8 =e 5 Ole OS 0.1 
=2.9 —4.0 — 2.1, — Oy —0.4 
—3.9 —5.6 —3.6 =). 00 

aD: 3.6 1.6 1.0 0.8 

— —0.1 On i Le 
ll —J.8 —2.0 0.9 0.8 

3.4 6.1 3.1 et | 2.4 


1960) up to May (second quarter) 1960 are accord 
ing to the National Bureau of Economic Research. 
February (first quarter) 1961 is the latest period 
for which data are included in the table. 

» Gross national product less change in inven- 
tories. 

° Final purchases less government purchases of 
goods and services. 

4 Production workers only. 

° Absolute change in unemployment as a per- 
centage of civilian labour force. For example, the 
averages for August 1954 and July 1957 were 6.0 
and 4.3 per cent, respectively, and the change 
shown in the table for 1954-1957 is —1.7. 
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of final demand has become less vigorous during the 
recent cycle, measured from peak to peak, than during 
the previous one. In particular, private fixed invest- 
ment, and especially investment in machinery and equip- 
ment, has expanded less rapidly, owing in part at least 
to the existence of considerable excess capacity. 


The setback in 1960 was nevertheless relatively mild. 
Gross national product in real terms declined less dur- 
ing the first two quarters of recession than in the cor- 
responding period of earlier recessions, and final 
demand even recorded a moderate advance. Unemploy- 
ment, none the less, rose sharply. The decline of total 
output during the second quarter of 1960 was preceded 
by a period of stagnation in total manufacturing produc- 
tion and of rapidly declining output in the primary 
metals sector. 


Table 4-4. 


Although a number of factors combined to bring the 
upswing to an end and to reverse the trend of produc- 
tion, its immediate cause was, as noted earlier, a sharp 
decline in the rate of inventory accumulation after the 
first quarter of 1960 (see table 4-4). Throughout the 
upswing of 1958-1960 inventory movements had strongly 
influenced its course. Stockbuilding, for its part, was 
affected by the strike in the steel industry in 1959. In 
the first half of 1959 intensive stockbuilding in antici- 
pation of the strike contributed to an acceleration of the 
pace of expansion. The strike, which extended over most 
of the second half of the year, was accompanied by 
inventory liquidation in the durable goods sector. The 
settlement of the strike in November 1959 was followed 
by an upsurge of inventory investment as steel using 
industries rebuilt their depleted stocks of materials, and 
restocking also took place throughout the channels of 


North America: Gross National Product and its Major Components, by Quarter, 1958-1960 


(Change from preceding quarter; seasonally adjusted annual rates) 


Personal Gross fized 


Change consumption investment i rae 
IPOSS in = - S 
Country, unit and period AS Seal sites Final Resi- Machinery oe goods 
: product inven- demand dential and ex pendi- and 
tories Total Durables Tolal construc- equip- ture® services 
tion» ment 
United States 
(billions of 1954 dollars) 
1958 
ace eather er. F500 oe 8.5 2.6 sal 3.6 0.3 0.2 0.9 —0.4 1.4 0.4 
Fourth quarter............... 11-2 4.2 nO 4.6 2.6 P33 1.6 0.9 5 3 
1959 
Eg a 8.6 3.9 4.7 4.5 Lal Zab. 1.5 02, —0.455> 16 
Sernee quarier ss fss5 . 6 fk. iS 3.0 8.0 6.1 20 2.8 ilo Lod Oj ==iloil 
eau Meet ier ie coah koa civ —7.9 —10.1 2. 0.8 —0.4 Onli —0.8 0.2 —0.7 Dell 
a. oor 2.8 3.8 —1.0 20 —0.1 —1.1 —1.3 0.5 —2.0 0.2 
1960 
BIPSE CUAKICE) 5a5 55. soe vores eu 11.4 6.0 54 2.0 Om: 0.8 _— On Hell 1.4 
Second Cg Spee Reeaeeer L7 5.0 6.7 S20 0.1 Lo —0.1 1.8 0.7 0 z 
Diere waarter 3-6 - ess. —4.2 —4,2 — = 1.4 —1.7 — -—0.2 0.2 ee : : 
Momrtl: quarter. 0500. %. o<-2 + =I §—3.0 2.0 0.7 eS ee AAS : 
Canadac 
(billions of Canadian dollars at 
current prices) 
en 0.04. 0.10 —0.29 
i tein ee ee ice ns 0.30 0.21 0.09 0.28 0.08 — 0.08 0.04 —O. 5 2 
aaa ona my «Sebel 0.48 —0.07 0.56 0.48 0.10 0.07 0.08 0.09 — -—0,15 
te 55 — — 0.09 —0.22 
PESLICIUAKLEE eaten se ee 0.56 055°" 0.01 0.32 0.06 —0.37 0.07 0.08 i A 
deoe ame ER Nee O61) 094 085 Clie O04 0.96 —0.08 9 70.265),0:10 0.17 
Third quarter...............- 0:31 0.31 — 0.30 —0.04 0.13 —0.03 Ons Bice Gre 
POSEY CRITE fo cco ne 8 ois" 0.44 —0.28 0.72 0.33 — -—0.06 0.04 —0.12 f ' 
oe _ 8 0.05 0.09 0.12 
i bape 0.51 0.57 —0.06 —0.02 — 0.08 0.0 ; 4 
ee ahi Pee 0.45 —0.33 —0.12 0.48 —0.01 —0.53 —0.24 —0.16 0.13 —0.30 
(Ab rah lod Se a eee 028 —0.56 0.84 0.04 —0.09 0.12 0.05 —0.04 O21 0.54 
AES GORE GOS 060 035 0.24 0.52 0.30 0.15 —0.02 0.15 0. 


Source: Canada, Dominion Bureau of Statistics, National 
Accounts Income and Expenditure, fourth quarter and preliminary 
annual, 1960 (Ottawa); United States Department of Goreme ee) 
Survey of Current Business, and Economic Report of the President, 
January 1961 (Washington, D.C.). 


4 Public investment included in government expenditure. 

b Residential non-farm construction for the United States; 
new residential construction for Canada. ft ie 

¢ Changes in gross national product include ‘residual error’, 
which is not shown separately in the table. 
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distribution for durable goods in anticipation of a 
strong advance in final demand. When this process came 
to an end in the second quarter of 1960, the rate of 
accumulation was sharply reduced. Business policies 
regarding inventories became more cautious as the year 
progressed and the growth of final demand failed to 
come up to expectation. By the last quarter of the year 
inventory liquidation was wide-spread. 


Final demand, which had slackened during the strike, 
made a good recovery in the first half of 1960. After the 
middle of the year, however, domestic demand in the 
private sector declined, further advances in final 
demand being confined to the public and external sec- 
tors. The contraction of final demand began with a sharp 
decline in consumer expenditure on durables during the 
third quarter of the year, and subsequently spread to 
business fixed investment. 


Personal consumption played an important part 
throughout the cycle of 1958-1960. During the 1957- 
1958 recession, personal income had declined little, and 
when it began to advance in the second quarter of 1958, 
consumer spending, especially on durables, was stepped 
up, partly as a result of the early recovery of residential 
construction. The rise in personal consumption was 
slowed down considerably after mid-1959 with the lev- 
elling off of consumer income during the steel strike. 
Modest increases in consumer spending during the 
second half of 1959 occurred at the expense of personal 
saving. The subsequent recovery of income in 1960 was 
accompanied by a rise in the rate of personal saving, as 
consumption expanded less rapidly than income. 


During the second half of 1960 income from employ- 
ment in the private sector declined steadily in conse- 
quence of rising unemployment and a shortening of the 
work week. Other income components, including labour 
income in the public sector and personal interest income, 
continued to advance, and transfer payments played 
their stabilizing role. The level of total consumer income 
was therefore not affected by the contraction of the pri- 
vate wage and salary bill, but as the buildup of savings 
continued in the third quarter of the year personal con- 
sumption declined. The relative sluggishness of con- 
sumption during the first half of 1960 was a develop- 
ment that had not been foreseen. It led in the first 
instance to over-stocking and subsequently contributed 
to the sharp decline in the rate of inventory accumula- 
tion. Business outlays for plant and equipment, which 
had started to recover later than other demand com- 
ponents in 1958, continued to rise vigorously in the first 
half of 1960. But as the inventory cycle began to turn 
downwards and consumer demand slackened, the exist- 
ing productive capacity proved more than adequate and 
investment programmes were curtailed. 


Housing construction in the United States, which had 
reached a peak early in 1959, declined continuously 
until the second half of 1960. Its level in 1960 was 7 per 
cent below that in 1959 and the number of new housing 


starts fell by 17 per cent. Tight credit conditions that 
prevailed in the latter part of 1959 and during a good 
part of 1960 were the main contributing factor. In 
the second half of 1960, the situation in the mortgage 
market was eased and borrowing costs were lowered as 
a result of government anti-cyclical measures. The 
response to these stimuli was, however, not immediate. 
But in the fourth quarter of the year there was a sign of 
some recovery, as reflected, for example, in the increase 
of the number of applications for mortgage backing by 
the Federal Housing Administration and the Veterans 
Administration. 


During 1959, government expenditure declined, 
partly in accordance with the federal programme for 
a balanced budget and partly as a result of a retarda- 
tion of construction by local and federal authorities 
during the steel strike. Public construction recovered 
early in 1960 and the decline in federal expenditure was 
reversed late in the year. Government expenditure there- 
fore was a mildly expansionary force in 1960. The part 
played by the public sector in bolstering demand was 
not confined to its own outlays on goods and services. 
As noted earlier, transfer payments also advanced rap- 
idly, and, in addition, disbursements by the Commodity 
Credit Corporation to farmers increased in the second 


half of 1960. 


Export demand began to recover in the latter part of 
1959, and its vigorous expansion during the first nine 
months of 1960 acted as a brake on the decline of final 
demand. The factors responsible for the recovery are 
analysed in a later section. 


Variations in demand affected chiefly industrial pro- 
duction in the United States. Total manufacturing pro- 
duction rose by 20 per cent from the first quarter of 
1958 to the second quarter of 1959. Following the 
setback during the steel strike it recovered by the first 
quarter of 1960 to a level slightly above the pre-strike 
peak. This level was maintained up to the middle of 
the year. The decline of demand during the second half 
of 1960 was reflected in a 7 per cent reduction in indus- 
trial output between June and December. Output of 
durable goods contracted more sharply than the pro- 
duction of nou-durables, the latter being less affected by 
the reduction in inventory accumulation. 


The decline of demand in the United States had seri- 
ous repercussions on the steel industry. After the restock- 
ing was completed, orders and output declined rapidly. 
The seasonally adjusted production index for the iron 
and steel industry declined from 114 (1957= 100) in 
the first quarter of 1960, to 92 in the second quarter, 
76 in the third quarter and 68 in the last quarter of the 
year. During most of the second half of 1960 capacity 
utilization did not exceed 50 per cent. 


However, despite the general slackening of demand, 
1960 was a relatively good year for the motor-car in- 
dustry. Production exceeded the previous year’s level 
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by 1.1 million units, but about two-fifths of the rise in 
output went into inventories which were rebuilt early 
in 1960 and remained high throughout the year. Part 
of the rise in sales represented a displacement of foreign 


cars, imports of which declined by about 175,000 units 
from their 1959 level. 


In Canada signs of recession began to appear in the 
first quarter of 1960, when final demand declined as 
the result of a reduction in consumer spending and of 
a further drop in residential construction which had 
been falling since the beginning of 1959. In the second 
quarter recessionary tendencies became more wide- 
spread, extending to industrial fixed investment and 
inventory accumulation. In addition, contractive forces 
which began to gain ground in the United States spread 
to Canada through the decline in United States import 
demand, which was reflected in a sharp drop in Cana- 
dian exports in the second quarter of the year. The 
rising trend of demand in Canada was sharply reversed 
in that quarter and gross national product fell by 1.5 
per cent. However, personal consumption showed con- 
siderable strength during the downturn in the second 
quarter, and it continued to rise during the rest of the 
year. Although inventory liquidation continued, fixed 
investment recovered in the second half of 1960. Total 
demand consequently began to recover in the third 
quarter and continued to advance more rapidly in the 
last quarter of the year when the inventory movement 
was reversed. 


In Canada unemployment increased as entrants into 
the labour force exceeded the growth of employment 
opportunities. Total civilian employment recorded only 
a brief setback early in 1960, and subsequently resumed 
its slow advance. In the United States the decline of 
activity reduced civilian employment by around one 
million or 1.5 per cent between June and December 
1960, and unemployment rose from 5.5 per cent to 6.8 
per cent of the civilian labour force. The unemploy- 
ment rate in this country and the average duration of 
unemployment have been higher: at each successive 
cyclical peak since 1953, as shown in the following 
table: 


Unemployment and duration of unemployment in the 
United States 


Unemployment as 


percentage of Average duration 


Peak quarter civilian labour of unemployment 
force (weeks) 
1953: 
Second quarter........-.> 2,3 8.3 
1957: 
Petr d. QUATTEN ois ase eens ss 3.9 9.8 
1960: 4 we 
Second quarter........... 5.4 12.5 


Source: United States Department of Labor, Monthly Labor 
Review (Washington, D.C.). 


Apart from the lower rate of growth in total output, 
factors such as shifts in demand and industry location, 


technological development including the spread of auto- 
mation and changes in population growth also con- 
tributed to the rising rate of unemployment in the 
United States. The general decline in coal mining, 
sectors of the metal manufacturing industry and the 
textile industry has made for much higher than average 
unemployment in areas that are heavily dependent on 
these industries. Furthermore, the rising trend of the 
average age of the labour force which prevailed during 
most of the nineteen fifties is in the process of being 
reversed, as a result of the high post-war birth-rate. The 
number of annual entrants into the labour market has 
already begun to increase, but the steepest rise is yet 
ahead. 


Wage increases were moderate both in Canada and 
the United States, but their impact on costs became more 
marked as activity declined and idle capacity increased 
(see table 4-5). Prices in 1960 were relatively stable, 
reflecting a decline in the prices of durables offset by 
moderate advances in those of non-durable manufac- 
tured goods and foodstuffs. 


In the United States monetary and credit measures 
which had been introduced as early as August 1958 to 
check a possible over-expansion, and which had been 
tightened in 1959, were reversed after the first quarter 
of 1960. Interest rates fell throughout 1960, partly as 
a result of two reductions in discount rates from 4 to 
3 per cent, undertaken in the summer of 1960. Reserve 
requirements of banks were eased in September and 
December, and the margin requirements for purchases 
of stocks were reduced from 90 to 70 per cent. 


During the fiscal year 1959/60 the federal budget 
attained a surplus of $1.2 billion after a deficit of $12.4 
billion in the preceding fiscal year. The improvement 
in the budgetary outcome resulted from rising revenues 
during the upswing of activity and from some reduc- 
tions in expenditures. The progressivity of the income 
tax and lower unemployment compensation disburse- 
ments strengthened the cash position automatically. 
After the first quarter of 1960 these “built-in stabilizers” 
slowly began to reverse their course. In the first quarter 
of 1961 a number of steps were taken to accelerate the 
transfer of purchasing power from the Federal Govern- 
ment to consumers. 


Residential construction, which had tapered off after 
the middle of 1959, was stimulated in 1960 by measures 
leading to a considerable easing of the federally con- 
trolled mortgage market. At the beginning of 1961 the 
maximum rate on mortgages issued by the Federal 
Housing Administration was reduced by one-quarter of 
one per cent. The Federal National Mortgage Associa- 
tion increased its sale prices on mortgages more than 
its purchase prices in order to attract funds to the 
mortgage market. In May 1961, the maximum rate on 
federally issued mortgages was again lowered by one- 
quarter of one per cent. Highway construction was 
stepped up in the second half of 1960, and other federal 
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Table 4-5. North America: Employment, Production, Wages and Prices, 1958-1960 
ee ES 


Canada United States 
1958 1959 1960 1958 1959 1960 
Ilem = ee i s d 
Lod: aire aie half 
Unemployment as percentage £ 
of civilian labour fcesue Hell 6.0 6.6 to 6.8 5.5 5.2 6.0 
(Percentage change from preceding period) - 
ivili 7 _ : 1.0 : 
Total civilian employment*.. —0.5 2.8 0.7 0.6 16 2.5 
Manufacturing production®, —2.7 7.0 0.9 —2.7 —7.3 ert 4.9 —3.5 
Qutput per man-hour in 
Pa ataaeings ones: 1.8 4.8 Zp O09 4,2 Sige, Dg We 
Hourly earnings in manufac- ; 
nae oe : Uae 1 CON oi. 3.1 3.6 1.6 1.4 2.9 4.2 2.8 0.4 
Consumer prices: 
All ee he, Sa ip AO ill (O).! Pal pal 0.9 0.6 0.9 
ROOds Re ne 30 —08 —1.2 25 4,2 —1.7 0.2 lee 
pear Se ee eee 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Canada, Dominion Bureau of 
Statistics, Canadian Statistical Review (Ottawa); 


building projects were started earlier than usual, as 
funds became available. 


In Canada, government transfer payments in 1960 
advanced more sharply than in 1959 as a result of in- 
creased disbursements on account of unemployment 
insurance benefits, old-age pensions and family allow- 
ances. The Government also took measures to reduce 
seasonal unemployment during the winter of 1960/61 
by advancing the starting date of the Municipal Winter 
Works programme and by extending its coverage to 
include additional types of projects. An easing of credit 
was reflected in a decline of interest rates on short-term 
securities from a post-war peak late in 1959 to a low 
point in September 1960 which equalled that reached 
during the recession of 1957-1958. 


THE COURSE OF THE EXPANSION IN WESTERN EUROPE 
AND JAPAN 


In western Europe the main factors sustaining the 
expansion in 1960 were business fixed investment, espe- 
cially in machinery and equipment, and private con- 
sumption. The rise in exports, which had contributed 
to the expansion in the course of 1959, levelled off after 
the first quarter of 1960. Inventory accumulation ac- 
celerated from mid-1959 to mid-1960, but subsequently 
slackened, except in countries such as the United King- 
dom where an involuntary accumulation of stocks of 
finished products occurred. The building up of stocks 
of intermediate products and finished goods, which had 
enhanced the rise in output in 1959, probably became 
less important as an expansionary factor in 1960, 


Despite a general similarity in the pattern of changes 
in demand and supply in the various western European 
countries during the upswing of 1958-1960, differences 
in timing and in rates of growth in total output became 


United States Department of Commerce, Survey of 

Current Business and United States Department of 

Labor, Monthly Labor Review (Washington, D.C.). 
a Half-yearly data are seasonally adjusted. 


particularly marked in 1960. An indication of these 
inter-country differences is provided by the movements 
of the index of industrial production which are shown 
in table 4-6. In the Federal Republic of Germany, Italy 
and the Netherlands, where activity had slackened only 
briefly in 1958 and where expansion in 1959 had been 
rapid, growth rates in 1960 were once again above the 


‘average for the area. Of the two other countries where 


there was also a boom in 1959, Denmark did not achieve 
any further advance in the rate of expansion in 1960, 
and the upswing in Sweden slowed down appreciably, 
partly as a result of vigorous government measures to 
resirain demand. In the remaining countries, where the 
upswing had got under way somewhat later, trends in 
total output in 1960 varied. Austria and Norway re- 
corded high rates of growth throughout 1960, but the 
expansion in Belgium, France and the United Kingdom, 
though appreciable for the year as a whole, was some- 
what irregular. 


In the Federal Republic of Germany, the current ex- 
pansion had started as an investment boom and had 
spread in the course of 1959 to all sectors of the econ- 
omy. Towards the end of that year, investment in 
machinery and equipment and export demand rose 
particularly rapidly. Since the country had experienced 
no significant recession in 1958, the continuous expan- 
sion in demand led to a shortage of labour and the full 
utilization of productive capacity in many industries 
earlier than in other industrial countries. In 1960 the 
investment boom continued under the influence of opti- 
mistic expectations in the business sector and the stimu- 
lus provided by shortages of labour. At the same time, 
private consumption rose more rapidly than in the two 
preceding years, reflecting mainly increases in wages. 
Gross national product rose by 8.8 per cent in 1960, as 


compared with 6.9 per cent in 1959. By the end of 1960, 


TAPTER 4. RECENT TRENDS IN INDUSTRIAL COUNTRIES 


137 


Table 4-6. Quarterly Changes in Industrial Production, 1959 and 1960 


(Percentage change from preceding quarter; seasonally adjusted) 


a 


1959 1960 
Country Fir. i th i ‘ i 

quater” onrler” quarter quavies quit, Sand hind. Fourth 
FAUST RIC ee MI Shien tara et 1 — » 3 3 1 2 
Belin cage pete se, aE 4 2 5 —l 2 — ‘ 
Demmnrarkigee sere eek —] 5 4, 3 — = Ih al 
ram Ce seealt eorsee Kes c.. — 4 2 5 —] 2 4 1 
Germany (Federal Republic) ] 2 3 5 3 2 fe o 
Piha rimiis Aerie. sas 3 =] 3 8 4 2 2 MY 
PAPOW an Uhr s.. lee elds Es 6 8 7 6 i) 2 6 4, 
INetherlandsi. 2... .40.2. 3 3 ] 3 6 5) —3 3 
Norway............00... = 4 1 1 2 4 = 1 
DINEGOU ae a 2 —| »} 5 ] — 3 iL 
United Kingdom.......... _ 2 2 4 2 ] ] ill 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Organisation for European 


* pressure on capacity appeared to have somewhat 
sed as a result of additions to plant and equipment 
the course of the year. 


Expansion in the Netherlands had many features in 
mmon with that in the Federal Republic of Germany. 
pacity became rather fully employed before the sum- 
rt of 1960 and labour shortages were felt in most 
‘tors. The very strong expansion of 1959 none the less 
itinued in 1960 with undiminished vigour. Substan- 
| wage increases produced an upsurge of consumer 
mand, especially for durables, and the industrial in- 
stment boom which had been in progress since mid- 
39 continued for a second year. These factors more 
in offset the slackening of export demand, which had 
sn an important expansive factor in 1959 and early 


1960. 


In Italy, as in the Federal Republic of Germany and 
- Netherlands, the major factor in the expansion was 
justrial investment and consumer expenditure on 
rables. Since the level of consumption of durables in 
ly is low by European standards, the country’s cur- 
it prosperity has produced an upsurge of demand for 
tables that has become an increasingly important 
pansionary factor. Export demand, which had en- 
anced the upswing in 1959 and early in 19060, levelled 
in the later part of the year. In contrast to the ex- 
rience of the other countries in this group, Italy’s 
our supply remained ample, but the scarcity of 
Hed labour in the industrial regions of the North 
‘ame more acute in the course of 1960. Its large man- 
wer resources enabled Italy to achieve the highest 
e of expansion of industrial output in western Europe. 
e Italian Government maintained a somewhat ex- 
nsionary policy throughout 1960, giving free reign 
imports to ease any strain that developed. 

In Denmark and Sweden the expansion was affected 


varying degree by anti-cyclical policies. In Denmark 
_ previous year’s housing boom was brought under 


Economic Co-operation, General Statistical Bulletin 
and from Ministry of International Trade and 
Industry, Japan. 


control in 1960 by a tightening of building restrictions, 
and the rise in fixed investment was consequently slowed 
down in spite of an acceleration of investment in the 
manufacturing sector. The expansion of demand for 
consumer durables was also slackening. In Sweden de- 
mand pressures had become intense in the closing 
months of 1959 and the Government applied a wide 
range of restraining measures. Consumption was held 
back by the introduction early in 1960 of a 4 per cent 
sales tax, and fixed investment was affected by a post- 
ponement of public construction programmes and by 
credit restraints. 


In Austria, Finland and Norway the expansion in 
1960 followed more or less the same pattern as that in 
most western European countries. There was an up- 
surge of fixed investment in the manufacturing sector 
accompanied by rapid increases in consumption, par- 
ticularly of durables. Total fixed investment in Norway, 
however, rose less than in the other two countries, owing 
to reductions in investment in the shipping sector. All 
three countries benefited from good or excellent har- 
vests which contributed to the growth of total output. 


In France the stabilization programme adopted in 
December 1958 did not produce an immediate stimu- 
lating effect upon the economy, but the upsurge of ex- 
ports-led to a vigorous expansion of industrial produc- 
tion after the first quarter of 1959. In 1960, while 
exports began to level off in the spring of the year, 
fixed investment and private consumption expanded to 
provide the main stimulus to the economy. For the year 
as a whole the gross national product rose substantially 
faster than in 1959, but the increase was significantly 
lower than that of the majority of western European 
countries. A relatively low rate of growth was also re- 
corded in Belgium. The slackening of export demand, 
combined with the effect of restrictive measures intro- 
duced for balance of payments reasons, curtailed sharply 
the expansion of total demand in the latter part of 1960. 
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In the United Kingdom, the growth of output in 1960 
was the highest in a decade. The upswing, which had 
started at the end of 1958, attained peak rates in the 
winter of 1959/60. The growing labour shortage and 
pressure on capacity in some key sectors of industry 
led the Government to introduce various measures of 
restraint, including a tightening of hire-purchase con- 
ditions and of bank credit. Total output levelled off 
after the second quarter of 1960, and declined slightly 
in the last quarter. The decline in United States import 
demand and the deterioration of export earnings in the 
overseas sterling area brought the expansion of United 
Kingdom exports to an early end, and resulted in a 
significant setback to production in export-oriented in- 
dustries, such as the motor-car industry. Import demand 
was buoyant throughout 1960 and the United Kingdom 
experienced a very substantial deterioration in its cur- 
rent account balance in the second half of the year. 


In Japan vigorous expansion continued in 1960; its 
rate of growth was again the highest among the indus- 
trial countries. In the second half of 1958 and in 1959 
inventory accumulation played the dominant role in 
stimulating expansion in total output. In 1960, a very 
substantial increase in investment in machinery and 
equipment, reflecting largely the accelerated effort of 
the Japanese industries to absorb technological innova- 
tions, became the main force in sustaining the continued 
expansion. This was reinforced by steady increases in 
private consumption and exports. Gross national product 
rose by 1] per cent in 1960. The average rate of capacity 
utilization in manufacturing rose continuously from the 
middle of 1958 until the early part of 1960 and sta- 
bilized at a level of about 85 per cent during the rest 
of the year. 


The total volume of fixed investment increased from 
1959 to 1960 in all the western European industrial 
countries, as well as in Japan. While fixed investment 
continued to be the main expansionary force in most 
countries, there were significant shifts in the role played 
hy its various components. 


During the 1957-1958 recession and the early phase 
of recovery, public investment had been stepped up to 
offset declines in fixed investment in the business sector. 
Residential construction has been increasingly used in 
the post-war years by governments as a target for 
counter-cyclical measures; thus its cyclical pattern has 
tended to be the reverse of that of the general business 
cycle. The volume of residential construction, which 
had been slowed down considerably in 1958 by restric- 
live policies introduced in the later stages of the previous 
upswing, was subsequently stimulated by anti-cyclical 
measures, and it became the most buoyant component 
of fixed investment in 1959 (see table 4-7). The boom 
in residential construction again slowed down in 1960 
in most western European countries. In Denmark. for 
example, housing completions levelled off in 1960, re- 
flecting chiefly the impact of restrictive measures taken 


Table 4-7. Gross Domestic Fixed Investment and 
its Major Components, 1958-19607 


(At constant prices; percentage change from preceding year) 


i 
Country and tlem 1958 1959 1960 


Western Europe 


Gross domestic fixed investment... 3 if 10 
Machinery and equipment...... Z 5 13 
FIOUSINS, Sey a eee ee 1 7 3 

Austria 
Gross domestic fixed investment 3 4 als 

Machinery and equipment... . 3 3 18 
Housisitt.,. aux hee ome ame 2, fi = 

Belgium 

Gross domestic fixed investment —9) 4 6 
Machinery and equipment... . i se 12 
Fig tie kA <x setae. coe eee nara 23 17 6 

Denmark 

Gross domestic fixed investment if Ly 11 
Machinery and equipment... . it 1] 13 
Hoge 2% 6 anyones —6 28 a 

Finland 

Gross domestic fixed investment 1) 8 at’ 
Machinery and equipment... . 4. 13 
DIOUSIIE ane yee —|2 5 

France 

Gross domestic fixed investment 2 a= 6 
Machinery and equipment... . 4. —] 
OUSIDE ats Su eee wee il 2 3 

Germany (Federal Republic) 

Gross domestic fixed investment 6 Ee 12 
Machinery and equipment. . . 7 10 18 
Housing: 5 f.22 5.02 Cae ee 8 10 — 

Italy 
Gross domestic fixed investment i! 8 14 

Machinery and equipment.... —6 8 29 
HiGusiiis, s)<,. 2 eco wad re eunatoe 2 7 —] 

Netherlands 

Gross domestic fixed investment —1] 13 La 
Machinery and equipment.... —16 14 15 
Housing. ...... Se reese cee —5 6 —2 

Norway 

Gross domestic fixed investment 5 —4 3 
Machinery and equipment... . vie 2 
Bousing c's ance seers —7 —l 3 

Sweden 

Gross domestic fixed investment 9 11 a 
Machinery and equipment... . 8 8 6 
HO wat acco Se eas Cele 8 5 —] 

United Kingdom 

Gross domestic fixed investment ] 6 9 
Machinery and equipment... 2, 3 6 
HOMSte . nea uietes een ie —6 14 13 

Japan» 

Gross domestic fixed investment... 10 24 24 
Machinery and equipment’... .. 48 21 
PIGUET 055.08 Coney oh.0 9 23 8 


—__eeeo nk — 


Source: See table 4-1. 
_ "The difference between changes in gross domestic fixed 
investment and those in the sum of the two components indi- 
cated reflects offsetting changes in components not shown. 
See also footnote a to table 4-2. 

» Fiscal year beginning 1 April of year stated. 

° Fixed investment in manufacturing industry. 
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y the Government in February; in Italy house-building 
eclined partly as a result of reduced outlays on public 
ousing. In Austria, the Federal Republic of Germany 
nd the Netherlands, however, the housing boom was 
dversely affected by labour shortage and consequently 
rere was little or no increase in investment in housing 


; 1960. 


The United Kingdom was the only country where 
esidential construction continued to advance rapidly in 
960, in spite of credit restriction and a scaling down 
f public housing programmes. In France and Norway, 
‘here housing construction had stagnated in 1959, it 
egan to advance in 1960, as a result of an easing of 
redit in the case of France, and of the abolition of 
icensing requirements for housing construction in 
lorway. 


During the early phase of the upturn, business fixed 
avestment had played only a minor part in stimulating 
emand. The increase in investment in machinery and 
quipment generally lagged behind that of total invest- 
nent in 1959, except in the Federal Republic of Ger- 
aany, Finland, Italy, the Netherlands and Japan, where 
he upturn had begun relatively early. In 1960, how- 
ver, business fixed investment, particularly in ma- 
hinery and equipment, accelerated throughout western 
jurope and Japan, partly in response to the upswing of 
inal demand and the consequent need for increased 
productive capacity. An additional, and perhaps even 
nore important, contributing factor was the growing 
abour shortage which made increased productivity a 
orerequisite for further expansion. 


In western Europe inventory accumulation was sub- 
tantial, but rates differed from country to country. In 
Norway and Sweden additions to stocks in 1960 more 


Table 4-8. 


than offset the previous year’s decline. Rates of accumu- 
lation also advanced significantly in Italy, the Nether- 
lands and the United Kingdom. In the United Kingdom, 
stockbuilding early in 1960 affected chiefly raw mate- 
rials and works in progress, but later in the year there 
Was some involuntary accumulation of finished products, 
notably of passenger cars and other durables, resulting 
from falling exports and from declining domestic de- 
mand owing to hire-purchase restrictions. In the Federal 
Republic of Germany, however, stockbuilding, which 
had been an expansionary factor of some significance 
in 1959, slowed down in the course of 1960. 


Although personal consumption in the western Euro- 
pean countries expanded somewhat less rapidly than 
national product in 1960, its accelerated rise in the 
latter part of the year gave impetus to the expansion 
when the rate of increase of some of the other demand 
components began to slacken. 


The vigorous advance of consumption in 1960 re- 
flected a rapid rise in real personal disposable income 
which was associated with rising employment and with 
wage increases; in a few countries increased transfer 
payments also contributed to the rise in consumer in- 
comes (see table 4-8). While increases in consumption 
im most countries were in line with those of disposable 
income, in Sweden and the United Kingdom consump- 
tion rose more slowly than income. In both countries, 
as noted earlier, consumption was held back by govern- 
ment measures designed to restrain the growth of 


demand. 


In the majority of western European countries the 
erowth of consumption reflected a rapid advance of 
expenditure on consumer durables, especially on pas- 
senger cars, for which there was still some backlog of 


Personal Disposable Income and Personal Consumption, 1958-1960 


(At constant prices; percentage change from preceding year) 
ae 


Personal consumption 


Personal disposable 


Country income Total Clothing . a Durables» 
1958 1959 1960 1958 1959 1960 1958 1959 1960 1958 1959 1960 
10 7 
Mepatern EMTOpe......+.-.0-s00- Te oe 2 4 5 piste oe vor 6 
Bestia. a fe ie oT EN Ap dee be 4 5 6 4 5 it —3 5 5 9 a 
CEE ys cnt os we els oe bes ] 3 —3 5 <a —16 8 ea: —4 ia te 
Minerianiar ksh cas ores io aes 4 7 Peo 5 6 6 1 6 8 5 20 10 
OVE a te oe ee eee —1l 6 8 —4 ait 8 —19 14, 15 —4 16 z 
France........ oe Rigo — : . ee - : ae sy) F a : 
am Pere iee te ols Be ‘Enna ines: 2. 8 ghee Li ds 26 130 lone 
es ne ae eer: l att Died 10 EE PNG) 4 
INE Ce iterate ee, FP eiehy oc —7 6 9 a S 6 —1 10 il —4 2 
ee ee Rane ] 3 6 3 4 2 2 3 l 8 13 “1 
United Kingdom............. A 5 6 3 4 3 — 4 
ES eth ais sw age ire aie a et 6 12 10 6 7 i 2 9 9 ee 


Source: See table 4-1. 


a See footnote a to table 4-2. 


> For Belgium, Finland, the Netherlands and Norway, house- 


hold durable goods only. 
© Fiscal year beginning 1 April of year stated. 
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demand (see table 4-9). The rise in domestic purchases 
of passenger cars was facilitated by easier supply con- 
ditions in the major producing countries which resulted 
from the decline in exports to the United States and by 
the import liberalization measures adopted in the two 


preceding years. 


Table 4-9. Consumer Expenditure on Motor-cars, 


1958-19602 


(Percentage change from preceding year) 


Country 1958 1959 1960 
ANTISERA eer Greate kaart a 14 10 18 
Denmark wena olka Chey rt 49 22 
Kim) ance wena reroute chem —20 47 | 1 
eran Cements nw rrci atce tre heer ll —4 13 
Germany (Federal Republic)........ 3] 16 Zl 
Kei ge ees ee een i El 
US RUT 9 Gore mca mice esate dePaltne psec eces 8 39 75 
INGENGHEINS, ooh co onaco ms eoepebaes —13 4] 29 
INGIRSENS 2 care aie evo. oka errea Seen ico ttio’ 10 4 04 
SWE CEN pee eee tact yok ens ee eee ee 8 15 By 
United: Kam gdonin tanita sk os aren 30 16 78) 


Source: See table 4-1. 
® Data are generally based on sales or registration of new 
passenger cars. 


The rates of increase in expenditure on durables in 
1960 varied among countries. In many western Euro- 
pean countries it rose more rapidly than in 1959. The 
accelerated rise in France was to some extent the result 
of an easing of hire-purchase restrictions, which was 
put into effect chiefly for the purpose of stimulating 
domestic sales of passenger cars to compensate for fail- 
ing exports to the United States. The sharp upturn in 
this component of demand in Norway was associated 
with the elimination of import restrictions on passenger 
cars, as well as with the inception of a regular television 
service. The upsurge of consumption of durables in 
Italy and the Netherlands reflected boom conditions in 
both countries; in the Netherlands it was reinforced by 
very large increases in wages. 


The rates of expansion in consumption on durables 
dropped considerably in Denmark, Finland and the 
United Kingdom; in Sweden consumption of durables 
for 1960 as a whole actually declined a little. It should 
be noted, however, that the rise in expenditure on 
durables in Sweden as well as in Denmark had been 
accelerated in 1959 by several non-recurrent factors. In 
Sweden the announcement of the imposition of a sales 
tax as of 1 January 1960 resulted in an upsurge of 
purchases in the closing months of 1959, which de- 
pressed sales in 1960. Moreover, both Denmark and 
Sweden started television broadcasts in 1959, and in 
both countries import liberalization also had its greatest 
impact in that year. 

The acceleration of consumption was not confined to 


durables. In most countries consumer expenditure on 
textiles and clothing rose more rapidly than in 1959, 


and frequently at rates exceeding those for the national 
product. The increase in domestic consumption in 1960 
eave support to the recovery of the textile industries as 
exports to North America and other overseas markets 
levelled off. The buoyancy of consumer demand also 
stimulated intra-European trade in textiles which ex- 
panded by over 30 per cent. 


Taken as a whole, total supply and total demand in 
the industrial countries have been remarkably well 
balanced since 1958. The rise in domestic output and 
imports has in general been sufficient to meet the in- 
creased demand without significant advances in the price 
level. Most sectors of the economy benefited from the 
rising trend of demand but the bulk of the increase in 
output was accounted for by manufacturing production. 
In most countries manufacturing contributed between 
50 and 70 per cent of the increase of gross national 
product from 1958 to 1960, Agricultural production 
generally rose relatively little during the upswing, | 
while most service industries continued their steady, 
though rather slow, expansion. 


Recovery in manufacturing after the 1958 recession 
generally started in consumer goods and spread grad- 
ually to other sectors. In the course of 1959 the main 
emphasis shifted to capital goods industries. In 1960 
production in consumer goods industries increased 
further in western Europe but at a reduced rate. In most 
western European countries output of metals and metal 
products rose at peak rates during the second half of 
1959 and the first half of 1960 (table 4-10). The sub- 
sequent slackening of the expansion was partly at- 
tributable to capacity limitations. 


The steel industry had a boom year in 1960 with a 
13 per cent rise in output. Strong home demand and 
rising exports resulted in virtually full utilization of 
capacity. Demand for heavier grades used in construc- 
tion and heavy engineering remained strong throughout 
1960, while demand for steel sheet and other products 
required in the manufacture of consumer durables eased 
off in the latter part of the year. 


Output in metal products industries continued to 
expand rapidly, reflecting the high level of fixed in- 
vestment and particularly the shift in 1960 towards 
machinery and equipment investment. In engineering, 
the picture was somewhat mixed. Output of machine 
tools and electrical equipment rose rapidly, while pro- 
duction of consumer durables eased off towards the end 
of 1960 in many countries. The pace of motor-car pro- 
duction was slowed down in France and the United 
Kingdom by the decline in automobile exports to the 
United States. In the United Kingdom, domestic sales 
were also adversely affected by a tightening of hire- 
purchase restrictions in April 1960, 


Shipbuilding has continued to be weak in 1960. The 
total launchings in 1960 were only some 5 per cent less 
than in 1959, but the world total (the centrally planned 
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Table 4-10. OEEC Member Countries: Manufacturing Production, 1958-19608 


(Percentage change from preceding period) 


eee 


1959 1960 
Item 1958 Fir Secon irs 
hag hah ‘half Kath 
Total manufacturing production 2 3.0 7 ) 7 54 ae 
SIS carol aC Def 5.4 
Food, beverages and tobacco............ 2 0.8 1.6 1 9 19 
10 ULC ce ee ee er —7 0.5 5.6 4.0 ~0.9 
ASEAN Ce oe 6 7.7 8.0 8.0 6.1» 
Be Eee ates dies eee. Vion x ca —4 Dom ual 8.0 1.8 
Metal products....................... 2 3.8 6.7 5.0 1.8% 


Source: Organisation for European Economic 
Co-operation, General Statistical Bulletin, No. 2 
(Paris, 1961). 


nomies excluded) for gross tonnage under construc- 
1 or on order declined about 20 per cent during 1960. 
e average capacity utilization probably did not ex- 
d 70 per cent in 1960, as against some 80 per cent 


1958. 


Depression continues also in coal mining, but the 
1ation did not deteriorate further during 1960. The 
irp decline in consumption of solid fuels in western 
rope in 1958-1959 was halted in 1960 and turned to 
light increase as a result of the growth of steel pro- 
ction and of the increased needs of power stations. 
tput of coal declined somewhat from 1959 to 1960. 
_the large pithead stocks were considerably reduced. 


“or the textile industries, the period from 1959 to 
1-1960 was one of strong recovery, but thereafter the 
e of growth slowed down. The rise was largely ac- 
inted for by man-made fibres, which have become 
reasingly popular in various uses. The chemical in- 
stry has been the most buoyant of the major sectors 
manufacturing throughout the 1958-1960 business 
le; its production has risen more than twice as fast 
‘otal industrial production in the last four years. The 
atest increases have been recorded for plastic and 
er synthetic materials. 


The development in labour markets varied consider- 
y in 1959 according to the timing and vigour of the 
urn of activity in the individual western European 
intries. In several countries the decline of employ- 
nt had continued in the first half of the year, and it 
3 not arrested until late in 1959 or the early months 
1960. In 1960, however, employment was generally 
ng (table 4-11), and in some cases unemployment 
s reduced to the point where a shortage of labour 
‘an to slow down the expansion in some sectors. 


sabour markets gradually became tight in Austria, 
amark, the Federal Republic of Germany and the 
-herlands, while Finland, Norway, Sweden and the 
ited Kingdom experienced specific shortages of 
Jed workers in most industries. At times the number 
unfilled vacancies approached or exceeded the num- 
of unemployed. In France and Belgium, where the 


* Data are seasonally adjusted. 


> July-November. 


upswing began later, the supply of labour was adequate 
even in 1960. The total supply of labour remained 
ample in Italy and Japan, enabling both countries to 
achieve exceptionally rapid increases in industrial 
production. 


The distribution of changes in employment among 
industries has in the last three years shown both secular 
and cyclical traits. Commercial and service trades have 
usually increased their employment at least partly at 
the expense of agriculture, coal mining and, in the 
highly industrialized countries, manufacturing. Within 
manufacturing, there has been a shift in employment 
towards rapidly growing branches like chemicals, while 
the relative decline in textiles has continued. The higher 
demand for investment goods and consumer durables 
has made it possible for the metal manufacturing, 
mechanical engineering and allied industries to acquire 
an increasing share of the available workers. In these 
branches the employment increases were generally sub- 
stantially greater in 1960 than in 1959 in spite of the 
growing shortage of labour. 


During the present cycle as in earlier ones, employ- 
ment changed less than production. To some extent this 
can be explained by variations in the average work week. 
In Denmark, Norway and Sweden the standard working 
time was reduced at the beginning of 1959, and in most 
countries the number of hours was limited by collective 
contracts to a greater extent in the boom years 1959 and 
1960 than during the recession. 


In a few western European countries a lower net 
emigration in 1959 and 1960 helped to increase the 
supply of labour. The increased use of workers from 
southern Europe has alleviated manpower shortages in 
France and the Federal Republic of Germany. In 
Sweden, about one-fourth of the one per cent increase 
in the labour force in 1960 was also accounted for by 
net immigration. 


Wages in manufacturing had risen at a declining rate 
in 1958 in almost all industrial countries. Because of 
the inherent inertia in wage structures, the rate of in- 
crease in most countries in 1959 was similar to that of 
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Table 4-11. Employment and Unemployment, 1958-1960 
ee  . ———— 


Total civilian employment 


age cha Unemployment* 
Country and neriod er ee year) (percentage) 
1958 1959 1960 1958 1959 1960 
Austria 9 6.6 6.2 4.8 
A puch se qalivh omy gang 6 oe 0.8 1.2 2. pe a a 
July-December......... 0.1 1.5 19 : , ; 
Oiinus J a 11.4 8.8 
anuary-JUUe a 025 0. ~~ 22 = = 
July-December tcaur te 8.3 7.6 6 
Denmark 
11.8 (e 5.0 
anumenry. date sence eee: 5.2 1.0 1 
July-December sine 0. ae tel 7.4 5.0 3.6 
Finland 
January-Jumés eo. ah, =0.6 3.1 Die 2.6 : 
July-December anna ; Aly 5.0 3.0 1.8 
France a ue y: 
Jantary une as. t ee Zee 1.7 0.2 1.0 = =: 
July-December. ........ 0.3 ie 0.8 0.8 12 : 
Germany (Federal Republic) 
Lee mine ner tor 0.4 ell 2.4 ae: 2.2 1.0 
July-Decembera. 14.5. 2.6 31 1.4 5 P 1.6 0.9 
Italy 7 
Janmary-Junes 3 y.55 5... BAe, ae iby 9.4 aS 8.4 
July-December..,......- 2.3 22. 2.4 8.7 8.2 1.9 
Japan 3 
Janary =| Ugle eal eer 12 0.3 1.9 4.5 4.3 3.4 
July-December...:..... 0.1 0.8 2a 4.1 2.9 2.4 
Netherlands — : se 
January-June.......... i! 5 f2. 2.2 Q 
July-December: anew. om 2,0 =u 2.2 1.6 1.0 
Norway 
January-June. 2 seen: 0.1 0.2 1.4 2.6 2.6 2.0 
July-December......... —l.1 0.8 1.6 2.0 1.8 L3 
Sweden me F. . 
January-June.......... (3.2 a 
July-December......... - 0.5 20 \1.8 1.4 0.9 
United Kingdom 
January-June.......... —0.4 —0,1 Lik 2.1 2.6 1.9 
July-December......... i: ial 1.8 2.4 2.0 1.6 


oe_e_—_—r————— OO er — — — 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat. 
based on data from Statistical Office of the United 
Nations, Monthly Bulletin of Statistics, and from 
national sources. 

* Data generally refer to the ratio of registered 


1958, and lower than the rate of increase in output per 
man-hour (see table 4-12 and chart 4-1). The tighten- 
ing of labour markets in western European countries 
speeded up wage increases in 1960. In 1958 and 1959 
wage cost per unit of output developed favourably in 
almost all countries as a result of higher capacity utiliza- 
tion and the comparatively slow increase in wages. In 
1960 it declined more slowly or increased as capacity 
became more fully utilized. 


A distinguishing feature of the recent upswing and 
boom was the relative stability of prices (see table 


a pies for work or of surveyed unemployed to 


the total civilian labour force or to the civilian 
labour force available for hire. They are not, how- 
ever, comparable among countries owing to differ- 
ences in definition. 


1-13). Prices generally increased only moderately ir 
each of the years 1958 to 1960 and less than during the 
corresponding phases of the preceding cycle. In severa 
instances the increases were due to fortuitous factor: 
such as poor harvests in 1959 or policy measures aime 
at easing direct economic controls. The recent trenc 
towards greater price stability reflects an improving 
balance between supply and demand in the industria 
countries. The gradual disappearance of shortages anc 
inflationary expectations has made precautionary stock 
piling of raw materials less necessary and, at falling 
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fable 4-12. Cost Components and Wholesale Prices 
of Manufactured Goods, 1958-1960 


(Percentage change from preceding year) 


Hour? Import Wholesale 
Country and year Satnitee ears a enhanced 
materials® goods 
{ustria 
BOO Geant ie ee, 6 —l) 
NOI wake oe ana ee 8 —3 
OOO Geer iss cme 10 13 
selgium 
SSE Screen te Lt ete lod 5 —ll —4 
OE ae i ann 2 —] —] 
OGURA IIR. On Agee 4 4 3 
Jenmark 
StS > a ea 4 —]2 —] 
CUS eae ee 8 —6 —! 
POO here rune aa NR 7 6 2 
“inland 
Opa ee ters Ae. Saliva ct. 5 14 10 
OG) CE ae eee 6 —6 
(OE ee 6 2 2 
Trance 
“AS | ogee eee 12> —4. 4 
USER Sas ee ee 6> 2 7 
BO emer te ey 7b 6 4 
zermany (Federal Republic) 
BO eee ee 7 —ll ] 
DO 2 eh hia te 6 —3 —] 
LOCO a Oa es ec 9 4 ] 
taly 
[52 GS oo ge Op ee 4 —19 —3 
[42 S42 ee ec ee A eae a a 2 —6 —2 
UOTE eee at a 5 6 ] 
Tapan 
ree Rt, ai ic eutes — —13 —7 
[2 Ae ae eee 7 fe ] 
UO eee 8 5 4 
Netherlands 
Ls See eee 5 —7 —2 
eee 2, 2 —3 — 
SA ee 8 2 — 
Norway 
PODS eae es 2 he Bre: 4 —3 
ODO ete 4 ete 9 _ 
TOGU Bee ee es te 4 —] 2; 
Sweden 
RD es in eo ea 6 —7 _ 
NOG eee ae 4, —6 — 
WOOO ee dea eres 6 6 2 
United Kingdom 
BOSS ee oe eng es 4 —13 ] 
O59 Somme. td. «ears 4 —3 _ 
OOO erase iedine oo S84 8 3 ] 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on data from Statistical 
Office of the United Nations, Monthly Bulletin of Statistics, from 
Organisation for European Economic Co-operation, General 
Statistical Bulletin, and from national sources. ; 

®Unit values. The commodity coverage of national data 
varies; fuels and lubricants are generally excluded. 

> Hourly wage rates. 
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prices, even undesirable. In western Europe, the liberal- 
ization of trade may also have restrained producers and 
employees from increasing prices and wages to an extent 
that might impair the competitive position of their 
industries. 


As the expansion gathered momentum in 1959 and 
1960, policies of varying, but generally increasing, re- 
straint were applied in the majority of western European 
countries and in Japan. As in the preceding upswing, 
the main emphasis in 1959 and 1960 was on monetary 
and credit measures. The discount rate, which had been 
widely and effectively used before 1958 as a regulator 
of domestic activity and which was so used again in 
1959-1960, proved a rather inflexible policy instrument 
in the recent upswing in view of its undesirable impact 
on the international flow of funds.1 New methods of 
credit control have therefore been applied in some coun- 
tries in the recent past. Fiscal and budgetary policies 
have also been increasingly used in conjunction with 
monetary measures to regulate the pace of economic 
activity. 


In the United Kingdom, money markets were easy 
during 1959, but in the first half of 1960 credit policy 
was tightened. Not only was the discount rate raised in 
two instalments but the liquidity of the banks dimin- 
ished by a new system of special deposits, and hire- 
purchase restrictions which had been discontinued in 
October 1958 were reimposed. Budget policy aimed at 
neutrality from a cyclical point of view. Some taxes 
were reduced, however, as a means of moderating wage 
claims. Partly as a result of the tightening of credit, the 
index of industrial production levelled off after April, 
having risen by about 10 per cent in the preceding 
twelve months. In spite of continuing pressure in various 
sectors of the economy and a deterioration in the cur- 
rent account balance, the discount rate was reduced late 
in 1960. The purpose of this step was to narrow the 
differential between United States and British rates, but 
the stimulating effect on output was a favourable by- 
product. Falling exports of automobiles induced the 
authorities to ease hire-purchase restrictions at the 
beginning of 1961. 


In the Federal Republic of Germany, almost exclusive 
reliance on monetary measures did not succeed in check- 
ing the very strong expansion of credit in 1960 because 
of the inflow of short-term funds. To stem this inflow 
the central bank followed the United Kingdom in re- 
ducing the discount rate in November 1960 and January 
1961. The revaluation of the Deutsche mark by 4.75 
per cent in March 1961 was expected to reduce domestic 
demand pressure and simultaneously reverse the inflow 
of funds. Budgetary developments had no noticeable 
effect on domestic demand. To reduce pressure in the 
construction sector, restrictions were placed on public 
building in the second quarter of 1960. 


1 For a discussion of the impact of monetary policy on external 
balances, see page 157 below. 
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Chart 4-1. Employment, Output and Wage Cost, 1958-1960 


(Percentage change from corresponding quarter of preceding year; three-quarter moving averages) 


Ar Austria eae 
5 orion Na eee ae pom a 
_ ce ea om 
0 
=5 
Denmark 


15 


Finland 


—5 


1958 1959 1960 


1958 1959 1960 


—— Man-hours work --- 
ed --- Output per man-hour — — — Wage cost per unit of output 


Source: See table 4-14, 
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Table 4-13. Consumer Price Indices, 1958-1960 
(Percentage change from preceding year) 


ey 


gee All ilems Food 

1958 1959 1960 1958 1959 1960 
PREC EIA Re ET RO oN lcd aks 2 2 
Dre UST < caters! < Gate «5s 1 ; _ uv i 
DOMMaR eee er eae ks ] 2, ] 2 5 i 
| ECTLEN °G | ae 4 2 3 5 D j 
Lop ie) genie 4 7 4 19 3 4 
Germany (Federal Republic) ....... 4 2 2 3 2 Z 
SEE) tr bee 3 = 3 4 = 1 
DN OR a ah occ # 2 4 a3 1 A 
INS Ch Cana ee Zz 2 3 = 2 3 
Nike ee 5 5 ws 8 2 i 
OMOE NON tee Se Me 5 ] 3 3 2 a 
United: Kivipdom. oo... i. ca oaks = ] 1 2 ] =k 


Source: Division of General Economie Research and Policies of the United Nations Secretariat, based 
on data from Statistical Office of the United Nations, Monthly Bulletin of Statistics. 


The timing of the French cycle, which differed from 
that of other European countries, also affected the 
timing of economic policy measures. The rate of dis- 
count was lowered both in 1959 and late in 1960. Pro- 
duction was given a variety of credit stimuli in 1960. 
Fiscal policy which had been rigorous in 1959 became 
somewhat less restrictive in 1960. In response to a fall 
in car exports, hire-purchase restrictions were eased in 
October 1960. Reductions in public price control led to 
increases in French housing costs and food prices both 
in 1959 and 1960. In Italy, the emphasis was on ex- 
pansion throughout 1959 and 1960: an uninterrupted 
growth seemed feasible in view of large manpower 
resources. 


Among the smaller western European countries, 
Austria, Belgium and Finland relied mainly on central 
bank policy in controlling expansion. In Denmark, 
monetary measures were supplemented by tax reduc- 
tions to forestall inflationary wage increases and by 
extensive limitations of residential and road construc- 
tion. In Norway and Sweden. the relatively easy credit 
conditions during 1959 were tightened at the beginning 


of 1960, mainly by raising the liquidity requirements 
of monetary institutions. The Norwegian authorities 
tried to modify wage demands by higher food subsidies 
at the beginning of 1960. In Sweden, a general turnover 
tax of 4 per cent, which became effective on | January 
1960, absorbed some purchasing power from the con- 
sumer. At the end of the year considerable tax reduc- 
tions were offered to firms for funds temporarily 
sterilized with the central bank. Public construction was 
curtailed in favour of industrial investments. 


In the Netherlands the supply of productive resources 
became so strained that tax concessions to investment 
were reduced in May 1960. The Netherlands was also 
the only country to tighten the hire-purchase market in 
the autumn of 1960. In June 1959 the Government in- 
troduced a more flexible system of controlling wages, 
which took into account the productivity of individual 
enterprises. It would seem to be less of an obstacle to 
substantial increases in earnings than the old scheme of 
uniform wage revisions, judging by the experience of 
it during 1960. Controlled rents and food prices were 
also allowed to rise towards a free market level. 


Developments in trade and payments 


TRENDS IN TRADE 


The outstanding feature of the trade of industrial 
countries in 1960 was its resiliency in the face of the 
contractive influences emanating from the United States. 
In contrast to the situation in 1957-1958, when the 
North American recession had its counterpart in a 
marked slackening of the pace of expansion in western 
European countries and Japan, the 1960 recession re- 
mained confined to the United States and Canada. The 
imports of other industrial countries, instead of de- 
clining simultaneously with those of the United States 
as they had done during the previous recession, con- 


tinued to advance at an increasing rate in 1960. Thus, 
despite the decline in the imports of North America, 
the combined imports of industrial countries rose by 
some 12 per cent from 1959 to 1960, attaining a record 
level of $82 billion (table 4-14). 


Although the expansion of exports from western 
Europe slackened considerably during the course of 
1960, their level for the year as a whole was 14 per cent, 
or some $6 billion above that of 1959. At the same time, 
the accelerated rise of the import demand of western 
Europe and Japan led to a vigorous recovery of exports 
from North America, which increased by 15 per cent 
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i in Official Gold 
-14. Value, ntum and Unit Value of Trade and Change in 
ieee Bey Reign Exchange Reserves, 1957-1960, by Region 


Value of trade Che ; Quantum uf Unit value 
Ex te r r Imports 
Region and year Exports (b Se ales e, pauper reserves® Exports Cage oy Aig oe G O0) Do. 
iegb 
aioe ee .. 24.6 20.6 4.0 0.8 114 100 101 son 
1958 21.4 19.8 1.6 2.9 100 100 100 
1959 Mee PSY) —1.3 1.6 100 WANe 101 99 
19605 e eee 24.9 22.4 20 3.0 114 113 101 100 
Moe pe . 40.6 47,3 —6.7 0.9 98 99 103 108 
1958 cones 404 44,2 —3.8 3.6 100 100 100 100 
| OS Oe aera 43.7 46.7 —3.0 1.9 113 110 96 97 
IED scscccoe WO Ras) —5.3 4.4 127 130 98 97 
ree Sean 2.8 4.3 —1.5 0.4 96 122 107 ILE: 
IGE. snoecee ZY 3.0 —0.2 0.3 100 100 100 100 
O59 Re Sere, mos 3.6 —0.1 0.5 119 126 100 95 
S60 Ree ae. 4.1 4.5 —0.4 0.5 132 Log 104 92 
All industrial 
iri 
1937. Auten 68.0 WA —4,2 Veg 103 100 102 106 
1958 64.7 67.0 —2.4 1.0 100 100 100 100 
1959 68.8 TB 3) —4.5 0.8 109 112 98 96 
1960 esa 79.0 82.2 —3.2 1.9 124 126 99 96 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Organisation for European 
Economic Co-operation, General Statistical Bulletin, 
and from official national sources. 

= Data for 1959 exclude transfers to the Inter- 
national Monetary Fund in connexion with quota 
increases. Totals for North America include short- 


or $3.2 billion. These advances, together with a sub- 
stantial rise in the exports of Japan added up to an 
increase of $10 billion for the combined exports of 
industrial countries. The rate of increase of 15 per cent 
was the highest for any single year since the beginning 
of the nineteen fifties. 


The trade balances of industrial countries reflected 
the inter-country differences in the phasing of the cycle, 
which were noted earlier. In western Europe, where 
imports rose rapidly throughout the year, the trade 
balance deteriorated progressively as the expansion of 
exports slackened. In the full year 1960, the import 
balance was $2.3 billion larger than in 1959. This de- 
terioration had its counterpart in an improvement of 
the balance of North America by $3.8 billion (on a 
c.i.f. basis). Of this, $3.6 billion was accounted for by 
the balance of the United States. While the trade balance 
shifted in favour of North America and against western 
Europe and Japan, its impact on reserves was offset by 
a change in the opposite direction of the capital balance. 
Thus, western Europe was able to accumulate reserves 
in 1960 at a substantially higher rate than in the pre- 
vious year. But in North America the outflow of both 
long-term and short-term capital led to a net loss of 
gold and dollars which exceeded that of 1959, These 


term liabilities of the United States to foreign 


official institutions. 


> Excluding ‘‘special category” exports of the 
United States. 


¢ In this table and in subsequent tables in this 
chapter, the term western Europe refers to OEEC 
countries. 


developments in the balance of payments are further 
examined in a later section. 


The 1959-1960 upswing proceeded without any major 
change in either export or import prices of industrial 
countries (table 4-14). Despite the growing pressure on 
capacity in western Europe and wage increases in all 
the industrial countries, their export prices advanced 
only fractionally in 1960. Import prices, after a limited 
increase in the latter part of 1959 and the early months 
of 1960, eased off in the course of the year. As their 
average level in 1960 was the same as in 1959 there was 
little change in the terms of trade, which had shifted 
in favour of industrial countries both in 1958 and 1959. 
The absence of any deterioration in the terms of trade 
during a major boom reflected mainly developments in 
world markets for primary products. The expansion of 
capacity in the primary producing sector in response 
to shortages and high prices during the early post-war 
years had exceeded the long-term growth of demand 
for primary products, especially after 1953, when the 
growth in the United States slowed down appreciably. 
The 1957-1958 recession had led to a considerable in- 
crease in the accumulation of inventories in producing 
countries and further weakened commodity prices in 
the world markets. These trends were, however, not 
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reversed by the upswing in industrial countries during 
the period 1958 to 1960 partly because the recovery of 
United States and western European import demand did 
not coincide in time. The expansion of North American 
imports from primary producing countries attained 
peak rates around the middle of 1959, while western 
European imports only advanced relatively slowly; and 
when the imports of western Europe and Japan ac- 
celerated in the last quarter of 1959 and the beginning 
of 1960, United States imports began to fall off. Com- 
modity prices recovered somewhat around the turn of 
the year 1959, but even at that time only a few com- 
modities, notably rubber, tin and jute, regained their 
pre-recession levels. After the first quarter of 1960 com- 
modity prices resumed their downward course, as the 
following figures indicate: 


Import prices of OEEC countries 


(1957=100) 
Foodstuffs Raw materials 

1959: 

1G 92 96 

ee GGArter. 66. on wee vic 92 98 

ene Sprig es. 5 o8 oS 93 98 

Porth quarters <5 .i0. oes 92 99 
1960: 

trey MAIER oc 2% 8c cain 55d o's bn 90 101 

econ Quarter... . co es 91 99 

Le So yee eee a 91 96 

Pourth quarter. 4020.2. -45 55. 88 93 


Source: Organisation for European Economic Co-operation, 
General Statistical Bulletin, March 1961. 


The large advance of the level of trade of industrial 
countries from 1959 to 1960 reflected primarily the 
rapid expansion of trade, which began in the latter part 
of 1959 and attained peak rates in the first quarter of 
1960. The rate of expansion slackened considerably 
thereafter, and in the second half of the year it was 
less than half the rate for the first quarter for both 
exports and imports (see table 4-15). While the growth 
of all trade flows slackened, the decline of exports to 
North America, which occurred after the first quarter 
of the year, was the most important single factor ac- 
counting for the retardation. 


The contribution of the various markets to changes 
in the trade of industrial countries over the entire cycle 
from 1957 to 1960 is shown in table 4-16. Three facts 
are clearly indicated by these data: the steady growth 
of demand in western Europe, both in 1959 and 1960, 
in contrast to the relatively large variations in the North 
American market; the high elasticity of import demand 
in industrial countries, notably of their demand for 
products entering their mutual trade, and the lagging 
growth over the entire cycle of the imports of primary 
producing countries compared with those of industrial 
countries. 


The rise in the imports of western European coun- 
tries—by 18 per cent from 1959 to 1960—affected, in 


the first place, the area’s imports from North America, 
which rose by nearly two-fifths, and, secondly, intra- 
Muropean trade, which advanced by 18 per cent. The 
rise in the imports of western Europe from primary 
producing countries, which averaged almost 13 per 
cent, In terms of quantum was appreciable, but much 
of it occurred in the first quarter of the year, when 
manufacturers throughout Europe were rebuilding in- 
ventories. Thereafter it slackened considerably. 


The decline in the import demand of North America 
affected all its trading partners in some degree. Al- 
though it was relatively slight—3.5 per cent on the 
average for the year, imports fell from a peak in the 
first quarter of 1960 to well below their previous year’s 
level in subsequent quarters. The year-to-year decline 
averaged 5 per cent for imports from western Europe 
and 3.5 per cent for the mutual trade of Canada and 
the United States; but since imports from Japan con- 
tinued to advance, the total decline of imports from 
industrial countries was of the order of 3 per cent. The 
decline in imports from primary producing countries, 
which began as early as the first quarter of 1960, was 
somewhat larger. 


The imports of primary producing countries began 
to recover in the latter part of 1959 and continued to 
rise in 1960. The revival of import demand in primary 
producing countries gave support to the expansion of 
exports from western Europe and Japan, and it con- 
tributed to some extent to the recovery of United States 
exports. However, as the rise in the exports of primary 
producing countries slowed down in the course of 1960, 
their import demand slackened. The average rate of 
increase of exports to them was 11 per cent, compared 
to a 15 per cent rise in the mutual trade of industrial 
countries. Over the entire upswing since 1958 the dis- 
parity was even greater. 


THE EXPANSION OF TRADE IN WESTERN EUROPE 
AND JAPAN 


It was noted earlier that the upswing of 1958-1960, 
in contrast to that of 1953-1957, proceeded without sig- 
nificant price increases and that supply proved adequate 
to meet the rising demand. The absence of inflationary 
price developments reflected a combination of factors, 
including the relative stability of raw material prices 
since 1958. A factor of varying but generally very con- 
siderable importance, which contributed to the main- 
tenance of domestic balance, was the very rapid advance 
in the quantum of imports. During the cyclical upswing 
of 1953-1957, balance of payments considerations had, 
in most countries, placed a limit on the extent to which 
imports could be permitted to expand in response to the 
rise in domestic demand; the growing pressure on 
domestic resources was consequently reflected in rising 
prices. 

By the end of 1958, the external balance and foreign 
exchange reserves of most western European countries 
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Table 4-15. Quantum of Trade by Areas of Destination and Origin, 1958-1960 


(Percentage change from corresponding period of preceding year) 


enn SEES ESE ESS SISNET 
Imports from 


Exports to 
dineriod . AE Primary Primary 
Pepoe World Nort es ee ae 
scan ae ae = 5 eee pa ee 16 8 
1959: 
Dhird quarteton. a. acne 4 8 ii 8 = 5 = 7 
Mourth) quatteterncctasraand: 4 8 9 10 — 
1960: eS 
Figs tUarten an acmtr notre: 20 ll 43 27 6 fi =6 
Second quarteta.... «000s a. 13 call 46 16 8 at =I 
hirdvquarter saeaaee one ee —10 36 15 10 i =o 
Fourth quarter: 2) 225 «002 14 —8 31 12 15 at Al —4 
Western Europe 
1959, : me Pee 13 ol 16 20 1 12 10 6 
1959: 
itd squattera te erocee) le 40 16 20 =c 15 10 5 
Fourth quartets avon sot: 16 20 23 23 3 26 15 10 
1960: ; 
Wirstiquatterar, om oncotes auc 25 22 Ad 26 21 40 25 24 
Second qualteneand orm. i 1] —l1 17 1] 10 34 7 1] 
hirdiquartery soe cas ee 10 cell Li 10 8 23 17 14 
Fourth quarters. 26.5610 6 —14 2 q 4 12 12 4 
All industrial countries® © 
ian REE ca eke ae ee 9 22 13 16 =i 10 12 8 
1959: 
inde quarter ak sm ae 10 23 14 17 —] 16 14 10 
Fourthiquattenccn 1s ee ai 13 16 19 19 Z 27 15 10 
1960: 
LMS, CMA. Soa deanna oe = 23 16 30 26 15 46 22 16 
PecONGquartern. fee aaae 12 eal 22 13 10 37 1] 8 
nindiquertet. gers. cnce tet 11 i 20 1] 10 25 1] 9 
Pourthiguartete..hen ys 9 —=9 16 9 8 20 6 2 


Source: See table 4-14. 
® Including Japan. 
> Exports from North America to eastern Europe are included 


in the total but are not shown separately because of extreme 
variations in the small amounts of this trade. 
¢ Excluding “‘special category’? exports of the United States 


Table 4-16. Demand for Exports in Major Areas of Destination, 1958-1960 
(Percentage change from preceding year) 


—_———— eee eee eer 


Area of destination 


Primary 
producing countries 


1958 1959 1960 


Item 


North America Western Europe 


1958 1959. 1960 1958 1959 1960 


Change in demands. ..... . 


=O" 6,2 25 18 41 6.0 So ek, Be 
Quantum of exports 
Area of origin: 
Industrial countries... — 22 —3 —4 13 22 —2 . =] ll 
Western Europe.... 11 37.5 =I 15 18 4 ] 1] 
North America. ... . —i{ 9 —4 —-17 -1 39 -10 -7 ij 
J SAN bai: 5 tice Sek 18 49 6 6 10 42 —3 6 1] 


ee ee 


Source: See table 4-14. 


® For North America and western Europe, change 
in gross national product; for primary producing 
countries, change in import capacity—that is, 
value of merchandise exports from primary pro- 


ducing countries plus inflow of foreign capital and 
grants minus net payments for services, the total 
being divided by unit value of imports of primary 
producing countries. 
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é 
nad been sufficiently strengthened to allow imports to 


‘rise to the extent required for the maintenance of do- 


mmestic balance. Import demand did in 
stantially faster during the two years of expansion 
following the setback of 1958 than in the corresponding 
period of the preceding upswing (table 4-17). The con- 
ribution of imports towards meeting the rise in domestic 
demand in 1959 and 1960 exceeded substantially that 
of the previous cyclical peak of 1956 or 1957 as the 
Yollowing ratios of increments in imports to those in 
otal domestic demand? indicate: 


fact rise sub- 


1955 to 
1956 to 
1957 to 
1958 to 
1959 to 


The greater buoyancy of total import demand in 1959 
and 1960 than in the previous upswing was primarily 
accounted for by demand for manufactures. As table 
“4-17 shows, apart from some differences in the timing 
‘of its advance, import demand for industrial materials 
followed a similar course in both cycles, but the import 
coefhcient for manufactures rose substantially faster 
‘both in 1959 and 1960 than in the corresponding stages 
cof the previous cycle. In 1959 manufactures accounted 
for the major part of the increase in non-food imports; 
sand their accelerated rise in 1960, together with the 
seyclical upswing of raw material imports. resulted in 
san unprecedented advance in imports. 


The unusual vigour of the rise in western Europe's 
imports of manufactures both in 1959 and 1960 was 
partly attributable to the fact that the 1959-1960 up- 
‘swing was preceded and accompanied by the dis- 
mantling of payments restrictions and a substantial 


2 This is equal to the sum of personal consumption, public 
sconsumption and gross domestic capital formation, in constant 
yprices. 


Table 4-17. 


liberalization of imports of industrial products from 
other European countries and the United States. Con- 
sequently rising domestic demand was allowed for the 
first time in post-war years to exert more fully its im- 
pact on the external sector. Moreover, the transition to 
relatively unrestricted trade and payments itself tended 
to enhance imports especially in 1959, through the effects 
of some backlog of demand for previously restricted 
items, inventory purchases by distributors of newly 
available products and similar temporary factors. Fur- 
thermore, deliveries of long-lead items, for which orders 
had been placed in consequence of import liberaliza- 
tion, became more substantial in the latter part of 1959 
and especially in 1960. This was notably true of imports 
of United States capital equipment. The expansion of 
trade within Europe, which consists primarily of manu- 
factures, was also enhanced by the establishment of the 
European Economic Community at the beginning of 
1959 and by the acceleration of its integration time- 
table in 1960. 


The timing of the recovery of raw materials imports 
varied to some extent with the upturn of production in 
individual countries. For western Europe as a whole, 
imports rose slowly up to the middle of 1959. The ex- 
pansion accelerated in the last quarter of 1959 and 
attained peak rates during the first half of 1960. The 
rapid rise of raw materials imports in 1960 reflected 
not only the growing consumption of manufacturing 
industry, but also the rebuilding by manufacturers of 
their raw material stocks. Variations in rates of inven- 
tory accumulation generally account in large part for 
the cyclical instability of the raw materials imports of 
western European countries. In periods of slackening 
demand for their products, manufacturers tend to let 


their inventories run down, replenishing them as activity 


Western Europe: Indicators of Import Demand, 1953-1960 


ae 


Imports as percentage o, 
gross national product* 


f 


Imports as percentage of components 
of total domestic expenditure» 


Year : Capital Other Machines. aaa ceahics 
<— ee tiie eaten | faded equipment durables» clothing 

(ICES tame eicwk Ss, 4.3 fie Leif 2.4 20.4 4.6 6.2 
ROSA aie ass 16.0 4.0 iae 1.6 2.9 19.2 5.4 Oni 
12 sis eee Mes, 4.4 8.3 1.8 3.1 18.9 5.6 6.8 
NOS Great es ies: 4.6 7.9 1.9 3.1 20,2 3.7 ay 
198% aa: - 17.8 4,3 8.3 1.9 3.2 21.0 5.8 i 
OBS ee arts fie) 4.5 Teed 1.9 3.4 20.6 os Ae 
BOD Dicer cas 18.6 4.9 8.0 2.0 4.0 a 13} 6.9 Be 
G0 verte: 20.6! 4.4 8.9 2.4 4.3 24.0 a4: : 
De ee 


Source: See table 4-14. 

a At 1954 prices. 

» At current prices. 

¢ Crude materials, fuels and base metals. 
4 Excluding base metals. 


e Based on data for countries and commodities 
listed in table 4-19. ; 

{ Imports for full year 1960. Components are 
based on annual rate for January-September and 
do not add up to total. 
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picks up.* This was the case in 1958 when raw materials 
imports fell sharply although manufacturing activity 
was maintained. The decline in imports was enhanced 
by the fact that recession had set in at a time when stocks 
of raw materials, built up after the Suez crisis, were 
exceptionally high in many of the European countries. 
For this reason several countries did not begin to rebuild 
inventories until the latter part of 1959, when the up- 
swing of activity was already well under way. After the 
middle of 1959, inventory purchases combined with the 
rising current requirements of manufacturing industry 
to produce correspondingly high rates of increase in 
imports, which were maintained up to the middle of 
1960. Thus, as chart 4-2 indicates, the fluctuations of 
raw materials imports considerably exceeded those of 
total manufacturing production. 


Both the decline and subsequent recovery of raw 
materials imports were enhanced during the 1957-1960 
cycle by conditions in the textile industry which is a 
large consumer of imported materials. The recession of 
1958 was more severe in the textile industry than in 
other branches of manufacturing, and recovery did not 
gather momentum until the latter part of 1959. Since 
textile fibres account for between one-quarter and one- 
third of the imports of raw materials other than fuels 
of western European countries, the development of de- 
mand for textiles has a considerable impact on total 
imports of industrial materials. 


During the two years following the recession of 1958, 
imports of manufactures by western European countries 
increased by over two-fifths in terms of quantum, nearly 
three times as fast as manufacturing production in the 
area. In 1959, the impetus to the expansion came pri- 
marily from rising consumption expenditure, notably 
on durables; and, as noted earlier, it was reinforced by 
trade liberalization and the impact of European integra- 
tion movements. In 1960 when an industrial investment 
boom of major proportions developed throughout most 
of western Europe, the emphasis in the further advance 
of imports shifted towards capital equipment; at the 
same time, imports of durables, notably of passenger 
cars, increased at an accelerated pace. The rise in im- 
ports of miscellaneous manufactures, on the other hand, 
slackened in 1960 after the initial post-liberalization 
spurt of import demand had spent itself (see table 4-18). 


Throughout the post-war period, demand for durables 
was extremely buoyant in western European countries, 
*The following data illustrate the development of manufac- 


turers accumulation of inventories of raw materials over the 
1957-1960 cycle in the United Kingdom: 


(Millions of pounds sterling, in 1954 prices, panes or quarterly 
) 


rates; seasonally adjustec 


1959 1960 
1957 1958 —— - 
First Second First Second 
half half half half 
2 —2] —2 19 38 56 


Source: National Institute of Economic and Social Research, 


National Institute Economic Review (London, March 1961) 


Chart 4-2. Changes in Manufacturing Production 
and Imports of Raw Materials, 1954-1960 


(Percentage change from corresponding quarter of preceding 
year; three-quarter moving averages) 


Western Europe 


1954 1955 1956 1957 1958 1959 1960 


sestee eee Manufacturing production 
Source: See table 4-14. 


—— Imports of raw materials 


and it exerted considerable pressure on both domestic 
resources and external balances, especially during 
periods of rising activity. Restrictions on imports were 
generally severe, and up to 1957 liberalization had made 
relatively slow progress. Consequently, the shift in 
policy towards freer trade, which occurred in 1958 and 
1959, was bound to have a very considerable impact on 
imports of commodities, such as passenger cars and 
other majer durables, which had remained subject to 
stringent quotas in most of the European countries. As 
early as 1958, when demand for durables was relatively 
slack, imports advanced rapidly in the wake of the first 
liberalization measures and accounted in large part for 
the modest rise in imports of manufactures in that year. 
Imports accelerated in 1959 as liberalization progressed, 
notably among the members of the European Economic 
Community, and attained peak rates in 1960, when im- 
ports of passenger cars rose by over one-quarter. 


In the smaller European countries, where a high 
proportion of the total supply of passenger cars and 
other major items is imported, consumption was to an 
important extent determined during the nineteen fifties 
by the degree of restrictiveness of import controls (see 
table 4-19). In these circumstances, the liberalization 
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Table 4-18. Western Europe: Imports of Manufactures, 1958-19602 
ee 


From world From United States 

Item 1998 Percentage change ike Percentage phense 

grits, Be Re giles sg 

Total, excluding base metals....... 14,189 9.4 21.4 1,720 17.5 50 it 

Capital equipment............. 5,409 oo ean 9335 1.1 80.6 

SERIE, Ak sictos iin s cs cadens aie 2,164 16.0 22.0 414 IPAs 33.4 

Passenger cars................ 614 22.0 25.9 ae 

Textiles and clothing........... 1,849 17.0 228 53 «28.3 69.1 

LAL ENT a 9 eee ee ee 4,153 17.0 14.3 320 70.6 9.2 

EES ee eee ere 3,448 ve 39.1 290 =—30.1 157.9 
eran en 


Source: Organisation for European Economic 
Co-operation, Foreign Trade Statistical Bulletin, 
series B (Paris). 


measures of the past two years had a considerable im- 
gpact on both the volume and pattern of consumption: 
“it produced a shift towards imported commodities which 
whad previously been relatively scarce, and it contributed 
to the upsurge of consumption in 1959. Well over half 
sof the total rise from 1957 to 1959 of consumption ex- 
spenditure on durables in this group of countries was in 
“imported supplies, and the commodities involved ac- 
counted for more than one-third of the total increase of 
sumports of manufactures other than base metals. Avail- 
sable data indicate that the development of 1958-1959 
«continued in 1960: imports of passenger cars rose by 
more than 30 per cent in 1960, and accounted by them- 
selves for around one-fifth of the total increase of 
imports of manufactures of the group since 1959. 


* 1960: January-September at annual rate. 


> Including passenger cars. 


In the larger countries, where imports are marginal 
and quotas for major durables had previously been 
small, liberalization or significant quota increases pro- 
duced an upsurge of imports which raised their share in 
total consumption from 1.8 per cent in 1957 to 2.7 per 
cent in 1959. Product differentiation—especially im- 
portant in the case of passenger cars—was the major 
factor in the advance of import demand in 1958 and 
1959, as there was no significant pressure on domestic 
capacity in either year. Although the increase in imports 
was relatively large, the amounts involved were a less 
significant factor in the rise of the imports of this group 
in 1959 and 1960. Moreover, there were considerable 
variations in the extent to which individual countries 
liberalized imports. The Federal Republic of Germany 


Table 4-19. Imports of Consumer Durables, by Group of Western 
European Countries, 1953 and 1957-1960 


(Millions of dollars) 


Country group and item 


1953 1957 1958 1959 1960 


Major importing countries* 

ION ETE asiries es ex) = xy SE Ww KS aps ae +s 
Motor cycles and bicycles................... 
SOC Wariye PIMMCHIRER 58. oe nw ee vo es 2 eee 
Household appliances.........-.---.+-20505+ 
Radios, television sets and record players...... 
Furniture and fixtures..........-----++-000 


~ 179.8 323.7 346.4 379.4 499.5 


26.4 37.9 2.0) 31] 

16.4 27.9 21.0 34.0 

20.3 56.8 56.2 64.6 

30.1 104.1 125.2 154.2 see 
9.6 19.9 21.3 24.7 33.9 


ToTaL 292. 569.9 597.1 688.0 


Ratio of imports to consumption of durables..... 


Net exporting countries» 


ONOTTTOITIAC IIMIES faite eile eyes «cite ka ears 4s 
Household appliances........-.------++++05: 
Radios, television sets and record players...... 
Furniture and fixtures........-.--+-+-eee00: 

TOTAL 


Ratio of imports to consumption of durables... . . 


Source: See table 4-14. 
« Belgium-Luxembourg, Netherlands, Norway, 


Sweden. 


18.3 22.6 24.1 PBSYSS 


22.0 52.9 83.2 150.7 208.8 
7.8 28.9 23.4 38.5 mie 

112 16.2 Altes 17.6 

17.9 30.0 33.8 43.8 

11.3 42.4 61.1 71.2 ek: 
4.8 17.0 21.4 30.3 39.7 

75.0 187.0 238.0 392.1 ite 
ba. 1.8 2.2 Ze 


b Federal Republic of Germany, France, Italy 
United Kingdom. 
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was the first to admit a growing volume of durables of 
foreign make and its imports advanced rapidly through- 
out the nineteen fifties, so that by 1960 the demand for 
imported durables had already begun to become less 
buoyant. In France, Italy and the United Kingdom, on 
the other hand, import liberalization was of more recent 
date, and import demand advanced especially in 1959 
and 1960. 


Imports of capital equipment advanced relatively 
slowly in 1959, when the recovery of investment was 
primarily in residential and other construction. Demand 
for imported equipment was none the less more buoyant 
than total demand for equipment, and imports contrib- 
uted more than a third to the advance of investment (see 
table 4-20). Most of the supplies at that time were ob- 
tained from within Europe where capacity was still 
adequate to the demands made upon it. Late in 1959 
and in 1960 the shift of emphasis in investment to indus- 
trial re-equipment and expansion produced an upsurge 
of demand for machinery which the major European 
producers found increasingly difficult to meet. Thus, as 
the contribution of imports to the rise in investment 
increased further, in 1960 demand shifted to the United 
States. As table 4-20 indicates, imports from the United 
States accounted in 1960 for one-fifth of the estimated 
total increase of investment in machinery and equip- 
ment. However, it should be noted that imports from the 
United States in 1960 were somewhat abnormal owing to 
a concentration of shipments of United States jet air- 
craft. But apart from these aircraft sales, the share of 
United States machinery in the rise of industrial invest- 
ment was considerably higher than it had been even at 
the peak of the previous upswing in 1955 and 1956, 
when pressure on industrial capacity in western Euro- 
pean countries was no less severe than in 1960. The 
elimination of restrictions on dollar imports has no 
doubt been of major importance in this development, 
but the character of the investment boom of 1960 is also 
likely to have favoured United States products. Many of 
the European economies had reached the point where 


future growth of output depended to a greater extent 
than in earlier years on advances in productivity, in 
view of the growing scarcity of labour. The industrial 
investment boom of 1960 was therefore to an important 
extent motivated by the need for reducing labour re- 
quirements in manufacturing and services industries. In 
these circumstances there was a strong demand for types 
of equipment in which the United States had not only 
a substantial lead in terms of design but also ample 
capacity to fill orders promptly. 


The expansion of Japanese imports differed from that 
of western European countries. While in western Europe 
imports rose at a higher rate than gross national product 
in both 1959 and 1960, in Japan the increase in imports 
was only roughly in proportion to the advance of gross 
output in 1960. As shown in the accompanying table, 
the import coefficient in 1960 was in fact considerably 
below that reached during the preceding cyclical peak 
in 1957. 


Ratio of imports 
to gross national 


product 
(in constant prices) 
OSA AAs, Se an Oe ee ee 10.9 
ODS saute Ses. Nae eae ey ee Ha Es: 
TODG cal sets, noe ee ee 13.9 
LOS ie. tk Sa nach eee eae ee 14.3 
OSS a5 voce cee On ee 10.5 
LODO SOR Ree, BO a eee as: 
LOGOS. 33): A eed ee eee TRG 


In Japan, apart from the influence of the more re- 
strictive import policy, the explanation for the relatively 
slow advance in imports lies in the fact that finished 
manufactures, which contributed largely to the accelera- 
tion of imports into western Europe, amount to less than 
15 per cent of Japanese imports (see table 4-21). The 
only class of finished manufactures that constitutes a 
significant proportion of imports is machinery and 
transport equipment. But despite the vigorous advance 
of industrial investment both in 1959 and 1960, imports 
of machinery barely rose in 1959 and they appear to 


Table 4-20, Western Europe: Indicators of Import Demand for Producer 
Equipment, 1953-1960 


——————— 


Investment 
expenditure 
on equipment 


Year (annual 
percentage 
change) 
LOS GUMPRE. sane oetars nnn aieoeie eae 0.4 
TOS Aas herons det: er unnion UME ieee) 
LOSS an serie nee AL Pane Wears 
LOS OSM eae here etree ae 7.0 
IOS hie oe ain, 8 he ia eae. a Sa ait ie 
LOD Olen eran iene Lip Soren tee Sa Links 
Oe) eae eer oN See oS ee bz 
DOGO ies: Piak Mai se Sy ae oie ee (13) 


Imports as a percentage Change in imports as a 
of domestic expenditure percentage of change in 
on equipment expenditure on equipment 
Imports from Imports from Imports from Imports from 
world United States world United States 
20.4 3.9 — — 
19.2 Bo 7.9 —2.] 
18.9 3.6 16.7 4.9 
20.2 Sel 32.1 ea) 
21.0 3.9 28.5 5.6 
20.6 3.4 So —5.2 
VAS ore 37.8 ks 
(24)> (5)! (43)> (20) 


Source: See table 4-14, Figures within paren- 
theses are preliminary estimates. 
* At constant prices. 


» Based on import data for January-September 
at annual rate. 
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Table 4-21. Japan: Composition of Imports, 1957-1960 
SS — ee 


Percentage distributic 
9 ge atstrvoulton 
ted ilion e Percentage change ms of total change ; 
of dollars) 1957 to 1958 to 1959 t 1958 to ——-1959 tc 
1958 1959 1960. 8° 17960° 
Bae PPOUS cake iad we kaon esa x's 4.3 =29.2 18.7 24.0 100 100 
OG Sin. 9S gr eee 0.6 —7.3 —9 4 12.9 —10 9 
Crude materials and semi-manu- 
fackuress ee 6 ee, 3.0 —37.] 3 Peis) 104, 84 
Manufactures... .< cca cece cee 0.6 —13.8 


Source: Ja 


January 1961. 


ave risen less rapidly than investment in 1960. Further- 
more, imports of industrial materials rose considerably 
caster than manufacturing production from 1958 to 
959 when inventories were being rebuilt and when the 
ountry’s textile industry was recovering from a major 
ecession. In 1960 they advanced only in line with manu- 
acturing activity. 


The outstanding feature of the development of exports 
n 1960 was the relative ease with which the majority 
of western European countries overcame the adverse 
ffect on their exports of the decline in the import de- 
nand of the United States. 


Although the reduction of exports to North America 
“vas quite moderate for the year as a whole, it amounted 
o as much as 15 per cent in the second half of 1960 as 
sompared with the corresponding period of 1959 (see 
able 4-15). The decline was largely confined to the 
sommodities that had recorded the largest increases in 
1959; passenger cars and steel accounted in fact for the 


bulk of the total decline during the first nine months of 
1960. 


In spite of the reduction of exports to North America, 
the total exports of western European countries in the 
second half of 1960 exceeded the level of the correspond- 
jing period of 1959 by 8 per cent. Intra-western Euro- 
pean trade rose further, and substantial gains were made 
fin exports to eastern Europe. On the other hand, the 
rate of expansion of exports to primary producting 
countries fell from 15 per cent in the first half of 1960 
to only 4 per cent in the last quarter of the year. 


The impact of the decline in exports to North America 
on individual countries in western Europe differed ac- 
cording to the importance of passenger cars and steel in 
their exports to the United States, and the extent to 
which they were able to offset losses by increased sales 
of other commodities. A few countries, notably the Fed- 
eral Republic of Germany, Italy and Sweden, were even 
able to increase total exports to the United States in 
1960. The United Kingdom, on the other hand, experi- 
enced a significant setback in the United States market, 
not only with its exports of passenger cars, but also with 
various other manufactures. The buoyancy of intra- 


2 6 8 
14,2 2 | 


panese Government, Economic Planning Agency, Japanese Economic Statistics (Tokyo), 


European trade compensated to an important extent for 
losses in the North American market. But in this respect, 
too, the United Kingdom was less favourably placed 
than the other major exporters which belong to the 
European Economic Community. The growing cohesive- 
ness of the group and the high growth rate of most of its 
members provided a better alternative outlet for exports 
of the six EEC countries than was available to the 
United Kingdom. The latter did not enjoy any preferen- 
tial treatment in EEC markets, while its major export 
markets in the Oversea Sterling Area were adversely 
affected by the decline of commodity prices. 


The expansion of intra-European trade began to re- 
flect, at least in some degree, the effects of the formation 
of two separate trading groups within Europe. As shown 
in table 4-22, EEC intra-trade rose by 25 per cent in 
1960, while total trade within Europe rose by only 19 
per cent. This fact can be readily explained by above- 
average growth rates in several of the EEC countries. 
However, it appears that actual and prospective prefer- 
ences have begun to affect trade within western Europe. 
This is suggested by the fact that total imports, as well 
as imports of individual classes of commodities by EEC 
members from each other, increased more than their im- 
ports from the United Kingdom and other non-members. 
On the other hand, the establishment of the European 
Free Trade Association is of too recent date to have 
affected the group’s trade to any significant extent in 
1960. In fact, taking the year as a whole, members of 
EFTA increased their imports from EEC countries faster 
than their mutual trade. But in the third quarter of 1960, 
when the first of the tariff reductions under the agree- 
ment establishing EFTA went into effect, the growth of 
trade among the members of EFTA accelerated, while 
that of the group’s imports from EEC member coun- 
tries continued to slacken. 


Thus far the booming demand throughout western 
Europe has offset any losses to trade that might have 
resulted from preferences already applied within the 
two groups, and the net effect of the integration move- 
ments has been to create trade rather than to divert it 
from its normal channels. But after the second EEC 
tariff cut of January 1961, which applies to intra-group 
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Table 4-22. Intra-European Trade, 1958-1960 


(Percentage change in value from corresponding period of preceding year) 
ec a RTS aS TSE 


1960 
ie mice First Reon Third Fourth 
quarter quarter quarter quarter 
Total trade among OEEC countries........-.---- all 29 20 18 te 
Trade among EEC countries.............-. ery 19 40 28 21 : 
Exports from EEC countries to EFTA countries. . . 10 29 21 20 1 
Exports from EFTA countries to EEC countries. . . on e a i 


Trade among EFTA countries................-: 


EE Ee eee 


Source: Organisation for European Economic Co-operation, Foreign Trade Statistical Bulletin, series A 


(Paris). 


trade only, and which is to be followed in July by a 
similar one in the EFTA countries, formal discrimina- 
tion will be considerably increased. Changes in trade 
patterns may thus become more significant in the future, 
especially if, as seems likely, import demand in western 
European countries becomes less buoyant. 


THE DEVELOPMENT OF TRADE IN NorRTH AMERICA 


The decline of the imports of the United States ac- 
celerated in the course of 1960 as the economy passed 
from expansion in the first quarter to recession in the 
rest of the year. Although the decline was small for the 
year as a whole, it reflected a significant weakening in 
the country’s import demand. As table 4-23 indicates, 
the import coefficient, which had advanced during the 
1957-1958 recession, declined in 1960 almost as much 
as in the more severe recession of 1953-1954. 


In 1960 the decline in the demand for imports affected 
chiefly industrial materials and passenger cars. The 
normalization of steel imports after the settlement of 
the steel strike accounted partly for the reduction of 
demand for industrial materials, while the decline in 
passenger car imports resulted from a shift in consumer 


Table 4-23. 


purchases to domestic “compact” cars. The decline in 
imports of industrial materials other than iron and steel 
reflected the downturn of manufacturing production 
after the first quarter of the year, and the sharp drop 
in the rate of inventory accumulation which had initi- 
ated the recession in the second quarter of 1960. How- 
ever, as table 4-24 shows, decline of imports became 
wide-spread in the second half of the year and affected 
the bulk of imports of manufacturers as well as of 
industrial materials. 


The recovery of United States exports, after almost 
eighteen months of stagnation at the level to which they 
had fallen in 1958, began in the second half of 1959 
and accelerated in 1960. For the full year 1960, total 
non-military exports were 19 per cent above their pre- 
vious year’s level and somewhat higher in value though 
not in quantum than in 1957. 


The recovery was closely linked to the boom condi- 
tions which prevailed in western Europe and Japan. 
These countries accounted for over two-thirds of the rise 
in United States exports from 1959 to 1960, although 
their share in the 1959 total was less than one-third. 
United States exports are generally highly sensitive to 


United States: Indicators of Import Demand 


eee 


Imports as percentage of 
gross national product* 


Imports as percentage of 
components of total 


Year nan 

Tolal Food 
LOSS Caen ratetencc aa te mate ate 3.0 0.9 
tO bate ak oti oe ai A 2.8 0.8 
LODO Wd carn, Re tier ar Fae 2.8 0.8 
OBOE nicl cee ek Pe ee 3.0 0.8 
LO ON eRe rata ee ety ae ee 3.0 0.9 
1 OS Shire iete dhe where Rana te Ben 1.0 
LOS O Re OE oa peta ela ate 3.6 1.0 
LOGO. entncen ener ae ee eee 3.4. 1.0 


Source: United States Department of Commerce, 
Survey of Current Business and Total Export and 
nee Trade of the United States (Washington, 


‘a At 1954 prices. 


domestic expenditure> 


: Consumer Textiles 
Industrial Manu- manu- Passenger an 
materials factures facturese cars” clothing 

ike 0.7 1.8 0.3 Zell 
hae Our 1.9 0.3 2.0 
Alen’ 0.8 2k 0.4 Died 
We 0.9 2.6 0.8 2G 
is 0.9 2.8 1.8 Fas) 
lz 1.0 an 3.0 2 
1.4 ie 4.0 4.1 ol 
ee ee 4.0 2.9 ao 


» At current prices. 

* Ratio of imports of finished manufactures, 
other than newsprint and passenger cars, to con- 
sumption expenditure, other than expenditure on 
food, passenger cars and gasoline. 
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Table 4-24. United States: Composition of Imports, 1959 and 1960 
ee 


Percentage change in 1960» 


Item 1959 96 iciey ih Gay 
(billions of Gollan fs! hal nat 
neta ‘i 0 Lee A, CREE, Core ee 14.99 14.65 —2.3 4.3 —8.5 
Od so teeesssanenseerseseescreees 3.45 3.99 2G O06 4.5 
CofE. oes eeee ee eeeeeeens 1.10 1.00 28,5 205 yA 
eat, etc Ieee eee me ee 0.48 0.38 —18.9 —23.3 —14.0 
Industrial materials................... 6.40 6.11 —4.6 1.9 _ 11.0 
Iron and steel...................... 0.58 0.50 —12.6 45.4  —50.7 
Non-ferrous metals.................. 1.31] 1.32 0.9 10.3 78 
RE retle mets Ue. vanes vas os 1.54 1.54. 0.5 —6.2 8.7 
Finished manufactures 1A Poe aaa lly 5.26 ieey 13.2 —83 
Rotermebiles hygeine cane dares 0.84 0.63 —25.6 ee 
|) CULO Riarioah ed Aire aan er ee 0.66 0.71 8.4 hae 0.6 
Textile manufacture................. 0.84 0.93 Mal? 21.0 25 
ee eae 2.83 2.99 ae 15.3 49°65 
Se et ee = OS eee 


Source: United States Department of Commerce, 
Foreign Commerce Weekly (Washington, D.C.) 
6 March 1961. ; 


syclical changes of activity in the other major industrial 
ountries, which tend to draw heavily on United States 
applies of industrial materials and equipment during 
veriods of rapid expansion when their own productive 
apacity proves inadequate to meet the rising demand. 
he instability of this marginal demand‘ has contrib- 
ited significantly to the wide fluctuations of United 
tates exports in recent years. Western Europe and Japan 
ecounted for over half of the decline of United States 
xports in 1958, and for a similar proportion of the 
ereceding increase. Demand conditions in these coun- 
ies have also tended to affect the exports of the United 
states indirectly through their effect on the ability of 
‘he countries concerned to supply third markets where 
neir products compete with United States exports. 


The recovery of exports in 1960 was more narrowly 
confined to western Europe and Japan than the previous 
upswing (table 4-25) owing to the slackness of demand 
m Canada and Latin America which account for nearly 
aalf of total United States exports. In Canada, as in the 
Jnited States, growth was halted in 1960, while the 
.atin American market was adversely affected by the 
-ontinuing decline of commodity prices since the 1957 
‘ecession, as well as by political factors. Thus, the em- 


4 The following coefficients for the imports of western Euro- 
sean (OEEC) countries from the United States indicate the 
-xtent of cyclical swings in the area’s demand for United States 
products: 

Imports from United States 


Year (as a percentage of gross 
national product) 


— 
\o 
on 
nN 
ah Se SO hh i 
NAR ODN 


TOGO MPEP rReet ee Seren eres foe 92 iS 


Source: Based on data from Organisation for European Eco- 
nomic Co-operation, General Statistical Bulletin, January 1961. 


«Change from corresponding period of pre* 
ceding year. 


bargo on exports to Cuba in mid-1960 involved a re- 
duction of United States exports to Latin America of 
over $200 million for the full year 1960. 


Table 4-25. United States: Exports* by Area, 
1955-1960 


1955 Percentage change 
(billions ——_—_—_—_—_—_——_- 
Area of 1955 to $1957 to 1959 to 
dollars) 


1957 1958 1960 


Total 14.2 36.1 —16.0 19.4 
Western Europe and Japan. . 4.8 32.2 —23.3 38.9 
Canada oe etre eee 3.2 20.77 —-124 — 
DatineAmenica meee niet 3.2 41.1 —-10.6 —1.1 
Australia and Union of 

South Attrica ga ven snes 0.5 4.6 —11.7 45.5 
Others. eer ee PhS) 41.9 —13.4 27.8 


Source: United States Department of Commerce, Total Export 
and Import Trade of the United States (various issues). 
@ Excluding “‘special category” exports. 


United States exports made significant gains in the 
developed countries of the Oversea Sterling Area, where 
they benefited from the elimination of payments restric- 
tions. In some countries in the Middle East, as well as 
in India and other Asian countries, there were large 
shipments of agricultural surpluses. But these markets 
are as yet small in relation to total United States exports. 


In view of the predominant role of industrially devel- 
oped countries in the recovery and the nature of their 
import demand, a relatively narrow range of commodi- 
ties accounted for a large part of the export gains. Thus, 
iron and steel, non-ferrous metals and cotton contrib- 
uted two-fifths of the rise in export receipts. These com- 
modities had also been prominent in the upswing of 
exports in 1955-1957 as well as in their decline in 1958 
(see table 4-26). The fact that their share was even 
greater in the 1960 upswing than in the preceding one 
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Table 4-26. 


Percentage change 


United States: Composition of Exports, 1955 to 1960 


Percentage distribution of change 


ke 957 1959 ti 
ie yl, Be he Be BE Be SB 
Total exports;.p ev torr or re 14,165 36 ©—16 19 100.0 —100.0 100.0 
Rood see eee eae eee 1,942 29 —5 9 10.9 —3.8 ies} 
Irontandkstec || aeaerree 816 62 —50 58 9.8 res he 
Non-ferrous metals.......... 319 40 —23 144 Dy —3.3 : 
Cottons ees ree ce 469 123 —37 119 11.3 —12.7 17.1 
PSU ROUEN Libs ort Hey Gane in eo eee che 140 91 —19 247 DES —1.6 TIPS) 
Sus-roTaL 1,744 77 —39 115 26.2 —39.0 52.9 
Coulter pers a nee erty 4.95 Ts 3 —4 6.8 —10.1 —0.5 
Pectin ine tae ors ey ack Re ee DOH 65 —47 4 6.7 —13.2 0.5 
i 37 —7 —9.4 Le 
Machinery: .4cr.samtieasm vee: 200k 37 it 10 21.1 9.4 
Automobiles and parts........ 1,240 5 -l7 6 1.3 —7.1 2.3 
(CineaiMGRIIS., nccaaaancogdssonc 1,078 28 —2 2 aes} —l.l 5.8 
Pulp, paper and manufactures. 292 ll —6 24 0.6 —0.6 2G: 
Rubber and manufactures. . 62 98 126 14 ie 50 1.4 
Textile manufactures. . 616 8 —10 9 1.0 —2.2 as 
Sup-1 TOTAL 6,179 26 —6 i Biot — 15.4. 26.2 
ANTINOthicrsyacne see aaah como 3,278 28 —14 1 18.3 —18.5 13.5 


Source: United States Department of Commerce, Total Export and Import Trade of the United States 


and Foreign Commerce Weekly, 6 March 1961. 


was to some extent accidental : strikes in the United States 
metal industries had reduced exports of iron and steel 
and copper below normal levels in 1959 and the resump- 
tion of production late in the year enhanced the rise of 
exports in 1960. Cotton exports in 1959 were likewise 
abnormally low owing to the fact that textile manufac- 
turers abroad had postponed purchases in anticipation 
of a reduction in the United States Government’s export 
price. After the announcement of the new price in Sep- 
tember 1959 there was a rush of orders which affected 
shipments in 1960. The rise in United States exports 
was also enhanced by the bunching of deliveries of jet 
aircraft which had been ordered by the major foreign 
airlines several years earlier. 


Although the 1959-1960 recovery had some of the 
marks of a cyclical spurt which might subside as demand 
pressure eased in other industrial countries, it was in 
fact more broadly based, as far as exports to the indus- 
trial countries of western Europe are concerned, than 
the upswing of 1955-1957. While the rise of exports to 
western Europe from 1959 to 1960 was greater than that 
of 1955-1956 or 1956-1957, the contribution of com- 
modities for which demand has tended to be most un- 
stable—notably of iron and steel, copper and coal—was 
less significant. As a result of the changing pattern of 
Pivopesn fuel consumption, exports of coal did not rise 
at all in 1960 and the combined share of the three other 
commodities was not as large as it had been during the 
1955-1957 upswing. If one also allows for the fact that 
the level of exports of iron and steel, copper and cotton 
was abnormally low in 1959 owing to the special factors 
mentioned above, the evidence hat the export recovery 
in 1960 was more solidly based than the earlier upswing 


is further strengthened. It remains to be seen, however, 
whether the rise in the exports of a number of other 
industrial materials and semi-manufactures, which con- 
tributed significantly to the upswing in 1960. can be 
maintained in the future. It may well be that exports of 
commodities, such as synthetic rubber and other syn- 
thetic materials, pulp and paper products and various 
chemical substances. did well in the European market 
because productive capacity has thus far lagged behind 
the rising demand for some of these relatively new prod- 
ucts. If capacity is built up in western Europe to meet 
normal requirements, the United States may ultimately 
become a marginal supplier of some of these commodi- 
ties as well. 


Prospects in the European market for United States 
exports of other manufactures, including machinery. 
textiles and other consumer goods, which had previously 
been limited by European import restrictions, may prove 
to be more favourable in the long run. United States 
textiles and mass-produced clothing, as well as a wide 
range of miscellaneous manufactures, may benefit from 
the same factors that have attracted a growing volume 
of European consumer goods to the United States in 
recent years. Moreover, the need for raising the produce 
tivity of European industry is unlikely to diminish, anc 
consequently demand for United States equipment can 
be expected to continue growing. 


In view of the small share of exports in total Unitec 
States output, the export boom did not contribute a: 
much to the maintenance of demand in the United State: 
as the previous year’s upsurge of European exports hac 
done in that area. But it gave useful support to produc 
tion in a number of individual industries, notably ir 
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sachine tools, where the rise in export shipments very 
irgely offset the decline in domestic demand in the 


cond half of 1960. 


BALANCE OF PAYMENTS DEVELOPMENTS 


As indicated earlier, the continuing expansion in 
estern Europe and the moderate contraction in the 
orth American economies during 1960 resulted in a 
‘terioration of trade balances in western European 
ountries and an improvement of the trade balance of 
»e United States. 


A tendency towards deterioration of trade balances 
sas present in most western European countries in 1960 
cable 4-27), but it was particularly marked in Italy 
ad the United Kingdom, which together accounted for 
vo-thirds of the $2.3 billion rise in the import balance 
‘western Europe. The only countries which recorded 
»me improvement in balances were Belgium and 
srance, where expansion had been relatively slow in 
360. In the majority of countries the deterioration was 
ite moderate and created no significant payments 
ificulties; in fact, most countries were able to add te 
eir gold and foreign exchange reserves. 


Changes in rates of reserve accumulation were less 
mniform than changes in trade balances, and in several 
-ases they were largely unrelated to the development of 
eurrent transactions. For western Europe as a whole, 
ye rate of accumulation of official gold and foreign 
xchange reserves in 1960 was $2.5 billion higher thar 
11959, in spite of an increase in the area’s merchandise 
port balance of $2.3 billion. The shift in the capital 
-alance in favour of western Europe thus appears to 
-ave been of the order of $4.8 billion.’ 


The improvement in the capital balance of western 
urope had a counterpart in a deterioration of that of 
ne United States. As table 4-29 below shows, the outflow 
~om the United States on capital account together with 
ne shift in the balance of unrecorded transactions in- 


reased by $3.8 billion. 
The bulk of the capital outflow from the United 


states and of the capital inflow into western European 
ountries consisted of short-term funds which United 
states banks and individuals had transferred to the main 
inancial centres of western Europe, where short-term 
terest rates were higher than those in the United States. 
Che transfer of funds was to some extent also motivated 
vy speculation on a possible readjustment of exchange 
ates. The principal European recipients of these funds 
were the Federal Republic of Germany and the United 
Kingdom, and, to a less extent, the Netherlands and 
Switzerland. As table 4-27 indicates, it was chiefly in 
hese countries that a deterioration of trade balances 


5 The actual improvement of western Europe’s capital balance 
s overstated by this figure, which does not allow for the rise in 
Jnited Kingdom sterling liabilities amounting to $0.6 billion, 
ind for a reduction in the foreign exchange assets of commercial 
yanks. 


in 1960 was accompanied by an acceleration of reserve 
accumulation. 


The disparity between short-term rates in western 
European countries and the United States had resulted 
from differences in the pace of economic activity and 
from the use of credit policy as a regulator of activity 
in these areas. Thus, as the expansion accelerated in 
western Europe, a number of governments raised dis- 
count rates early in 1960. In the United States the down- 
turn in the second quarter of the year led to an easing 
of credit and a reduction of short-term rates in July. 
During the third quarter of the year the differential 
between the United States and western European rates 
amounted to 2 per cent in the case of the Federal Repub- 
lic of Germany and Sweden, and to as much as 3 per 
cent in the case of the United Kingdom (table 4-28). 


The restoration of currency convertibility has greatly 
increased the international mobility of funds. In these 
circumstances, interest rate differentials tend to give 
rise to movements of short-term funds, which may defeat 
the domestic purpose for which the monetary measures 
had originally been introduced. Furthermore, in view 
of the persistence of basic disequilibria in the current 
and long-term capital transactions of some of the major 
industrial countries, “hot money” movements may have 
a seriously disruptive effect on the international pay- 
ments system. In consequence of the experience of 1960 
some governments have shifted the emphasis from mone- 
tary to fiscal policies and to more selective and flexible 
forms of credit control. Efforts have also been intensified 
in 1960 to reduce basic disequilibria in the external 
balances of the United Kingdom, the United States and 
the Federal Republic of Germany. 


The conflict between domestic and external policy ob- 
jectives is particularly acute in the case of the United 
Kingdom in view of the weakness of its external balance 
and the need for more rapid growth that is felt in many 
quarters. 


Throughout most of the post-war years the external 
balance of the United Kingdom has been under consid- 
erable strain. This strain has resulted very largely from 
the structure of its external transactions. The traditional 
pattern of the United Kingdom’s external transactions 
was one where a surplus from service transactions served 
to finance an import balance on merchandise account 
and a substantial outflow of long-term capital as well as 
various government expenditures abroad. After the war 
the surplus on service transactions was considerably re- 
duced in relation to payments for imports and the level 
of capital transfers and other expenditures to be fi- 
nanced. It therefore became the first aim of government 
policy to reduce the structural imbalance of the country’s 
merchandise trade, by furthering the expansion of its 
exports and by restraining the growth of its imports. 


Throughout the nineteen fifties, the expansion of Brit- 
ish exports lagged behind that of the other major west- 
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Table 4-27. 


Trade and Changes in Official Gold and Foreign Exchange Reserves,* 


1959-1960 
Total trade effet a 
Country and year Quantum Patna “Toren 
li nr 
ae ae 81 Pianta a shah Cereal 
7958 = 100) 
Austria a 2] 
Mee eee 107 Til 181 
(aOR RU ene 121 134 —296 19 
Sea Sy cians ee pet Maes 114 112 —147 —118 
LOG G ee Ae eee eh ene 125 124 —145 200 
ees Fe ep en, 108 120 —221 70 
LOGO Serena eee cien neon 113 131 —331 —37 
France 4 
Py ie tae Seek ote ae, gs 119 98 528 1,008 
Teenage oe STERN rata 130 8 385 350 
bli 
eee ee Sa Ke Ne eee 116} 1Al 1,439 —211 
OGG ait tence cae a eee 131 143 1,257 2,184 
Italy | oe 
eo ee Pe Ne eer enc eee Sea 123 111 = 446 7 
LOGO 2 ere Ate tee cone ne ae eee 150 161 — 1,054. 126 
] ds 
ae : Se neta eee Ge See ie ae ae 114 113 — 33] —34 
UO OO e Rots nie aun aren ee, eee ee eal 131 —503 398 
Norway* ‘ 
1950. CE ae at AE gh ae en OE oc wal 109 — 506 
BILE (a) Ona ee Se Seay Aue Be eo el. 116 128 — 583 22 
Sweden 
"T DOM e Raver ey ee Ae ee ee be 108 105 — 200 —48 
L900 aa eee ee Nees cee oe 124, 125 —309 48 
Switzerland : 
OS O Sie Pee Cane Ole et ae a 108 ET — 228 5 
LOGO PES mam.ve ena 5 a ee Om ee ead 122 130 — 348 262 
United Kingdom 
NE Ae iene ae, ee eee coe 104. 107 — 1,495 —333 
OOO TE et te ete ee ae ee 109 120 — 2,484 492 
All OEEC countries 
UE A OD aA ID Dee, Sag A 113 110 — 3,000 1,900 
LOGO ate eee: ee ee: ae ee ee 127 130 — 5,300 4,400 
Canada 
LODO Sahin Mota 5 coh Meet ae ae 103 Na — 956 —72 
LOGOS ea es ey ah een ee 108 108 —681 — 40 
United States 
LA oh ea nase Mera mees SQ Rrra levies 99 119 — 394. — 562 
LOGO Nae ees Lene we Sr ens 118 114 3,228 — 2,922 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from International Monetary Fund, 
International Financial Statistics (Washington, D.C.); 
from Organisation for European Economic Co- 
operation, Foreign Trade Statistical Bulletin, series 
A, and General Statistics, part 1 (Paris), January 
1961, and from United States Department of 
Commerce, Total Export and Import Trade of the 
United States, : 


® Based on exports f.o.b. and imports c.i.f. 
Import data for Canada and the United Stdtes have 
been adjusted to c.i.f. basis by adding 10 per cent 
to f.o.b. values, 

» Excluding transfers in 1959 to the International 
Monetary Fund in connexion with quota increases. 


‘Imports of ships excluded from quantum in- 
dices, but included in balance, 


* Excluding shipments of military supplies. 
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Table 4-28. Rates of Discount of Central Banks, 1958-1961 


» 
(Percentage per annum) 


i 


Country End of 


Net change from 


July 1958 July 1959 July to October End of 
J . 4 n 

1958 June 1959 June 1960 iat aad Ag dhe at 

Western Europe 
Austria Sin Oe 5.00 —0(0.50 0.50 5.00 
Beleigm i. ccc... 4.00 —0.75 0.75 1.00 5.000 
Denmark 2 ences... ‘8.00 —0.50 1.00 1.00 6.50 
intand seen te 25 —0.50 _ 6.75 
ee ee «eae 5.00 —1.00 ~0.50 3.50 
Germany (Federal Republic)... 3.00 —0.25 2.25 — — 2.00 3.00 
Walp a... 3.50 3.50 
Netherlands............... 3.50 ~0.75 0.75 e 350 
PEMA ee 8 Sint ek i 3.50 - 3.50 
Sweden eee pete a 1.50 0.50 — 5.00 
United Kingdom. ........... 5.00 — 1.00 2.00 —1,00 5.00 
LSS RE ee eee 7.67 —0,73 O37 =—(Oia7 —0.37 6.57 

North America 
Cad asi Mee iodo e 1.97 Bee —2.04 —1.37 1.69 3.64. 
United States (New York).... 1.75 a =(),50 _ 3.00 

ee eee ee ee 


Source: Statistical Office of the United Nations, Monthly Bulletin of Statistics. 
* Based on the rate prevailing in the last week of the period stated. 


ern European countries. This was partly the result of 
their predominant orientation towards the more slowly 
growing overseas markets in the primary producing 
countries of the sterling area, while continental Euro- 
pean countries benefited to a greater extent than the 
United Kingdom from the rapid expansion of import 
demand in western Europe itself. But, in addition, 
United Kingdom exports also lost ground in their tradi- 
tional markets.® In the earlier post-war years they had 
benefited from discriminatory import restrictions in the 
Oversea Sterling Area, as well as from tariff preferences. 
The elimination of the restrictions and the gradual 
erosion of tariff preferences opened up sterling area 
markets to the products of other European countries as 
well as to those of the United States and Japan, and 
stiffened the competition which United Kingdom exports 
had to meet. The growing difficulties in export markets 
have repeatedly forced the Government to protect the 
external balance by means of domestic policies of re- 
straint. The consequent slow and intermittent expansion 
of the British economy inhibited the growth of its prod- 
uctivity which, in turn, contributed significantly to the 
greater cost increases in the United Kingdom than in 
some of the other European countries with whose prod- 
ucts British exports have to compete. 


6 The extent of the United Kingdom’s loss in sterling area 
markets is indicated by the following figures: 


Percentage shares of exports of manufactures 
to Oversea Sterling Area 


1954 1958 1959 1960 
United Kingdom....... 60.7 53.3 51.0 46.3 
EEC countries........ 18.1 23.6 Asef) 23,5 
lnited States. ........ 12.9 eyes 14.5 Wad) 
‘Sa re Ga. 9,9" 112-183 


Source: National Institute of Economic and Social Research, 
National Institute Economic Review, March 1901. 


In 1959 and 1960 the United Kingdom economy re- 
sumed its expansion after more than three years of 
virtual stagnation. During the period 1956-1958 the 
trade gap had been virtually eliminated (table 4-29), 
reserves had risen appreciably and the position of ster- 
ling had strengthened sufficiently for the Government to 
make sterling freely convertible into dollars for current 
transactions. But the elimination of the trade gap had 
been achieved primarily by means of restraining im- 
ports. For although exports expanded, they failed to 
keep pace with the growth of exports from the rest of 
Europe. Moreover, there was no basic improvement in 
the rest of the country’s external transactions. Net earn- 
ings from invisibles were no higher during the years 
1956-1958 than earlier in the nineteen fifties, while net 
government expenditures and the long-term capital out- 
flow had increased. In these circumstances, any signifi- 
cant easing of restraints was soon bound to upset the 
precarious external balance. 


In 1959 the expansion of the United Kingdom econ- 
omy was moderate and, moreover, the external balance 
benefited from a combination of favourable circum- 
stances: booming United States demand for British 
manufactures and the existence within the country of 
adequate stocks of raw materials which moderated im- 
port demand until the latter part of the year. The accel- 
eration of growth in the latter part of 1959 and early 
in 1960 resulted in a sharp increase in import demand 
for industrial materials, as well as for manufactures. As 
the boom of exports to the United States came to an end, 
the trade balance of the United Kingdom deteriorated 
sharply after the middle of 1960, and as net earnings 
from invisibles also declined the commercial current 
account went into deficit. This was further accentuated 
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i i si United States: 
4-29. Federal Republic of Germany, United Kingdom and 
read ers of Balance of Payments, 1952-1953 to 1960 


(Billions of dollars) 
LT 


External reserves and 


Government Balance of Short- short-term liabilities 
ine eee Current Private ye ania Gold and Shore 
C Trade Cenelading “Cite Current ; long- long-term an epee liabilities 
orev ane ee is =e ercial ex pendi- Capital term capital errors exchange 
balance sia Balavice ture and capital a FE eer fab get idecres 
(net) grants actions Cet) bs as 
Germany (Federal Republic) = _ ao 7 
1952-1953, average.... 0.7 —(,1 0.6 OZ - ae a at . 
1956-1957, average... 0.8 0.1 0.9 0.6 —0.8 = ; a a = 
LOD Sian ae mee ee 1.4 SL le? 0.9 ==) =O 1.1 = —. 
Vio eae cao 0. Se hea, (16 0.7 1.0 —(0.98 (N53) 0.5 —(Oi3 —0.1 = 
LOGO MA Ce aang ret Ne2 —0.4 0.8 1.0 —0.8 0.1 igi 1.0 wal = 
United Kingdom a 
[OSoeO5 5 ay ages 15 0.5 eZ 0.7 —(.4 0.2 —0.4 0.1 0.2 —U; 
[cee eee 05 15 10 04 =~ £208 = = =2 
NOE ihe cae acne oan S140) 2 0.2 —().4 —0.] —0.4 (at 0.5 0.6 — 0.4 
1956-1957, average... —O0.1 12 1.0 —0.4 a —0.6 — 0.3 —0.1 =—02 
OOS ARE a ne aaron 0.2 io Me) 10),5) —0.3 —0.4 0.3 0.3 SINE 0.1 
OS OM ance aero canara —().2 1.0 0.8 —0.5 —(),5% —0.4 —0.6 0.2 0.2» 0.2» 
LOGO eae ees cre and) 0.9 =(;1 = (Hi —0.4 —0.3 =o 1.4 —().5 0.6 
United States4 ‘ 
1952-1953, average... 1.9 1.4 Die =P —2.4 —0.6 =1L5 0.4 0.4 iz 
1956-1957, average... 5.4 2.0 (es: Dal —2.0 — 2.3 —0.7 0.4 —0.6 0.8 
BOTS Ye) a cee erartnct stad oeean Bas 1.8 el ee —2.8 PS, —3.6 0.1 2.3 1.2 
LOS Oe nearer 0.9 Ue) 2.4 Dek = fi 2) alt —4.6 0.7 0.75 3.1 
LOGO MM Aerrn er homtrrrs: 4.7 1s) OZ —3.0 =—2.9 — 0) =i 4 ies Dek 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on data from Inter- 
national Monetary Fund, Balance of Payments Yearbook 
(Washington, D.C.); and from national sources. 

®For United States, short-term liabilities and foreign pur- 
chases of United States government securities; for United 
Kingdom, sterling liabilities. 


by a considerable increase in 1960 of net government 
expenditure abroad. As a result, the over-all balance of 
current and long-term capital transactions deteriorated 
by $1 billion. The impact of this deterioration on re- 
serves was cushioned by the inflow of short-term funds, 
which was noted earlier. The rise from 1959 to 1960 in 
the recorded inflow of short-term capital together with 
that of unrecorded receipts totalled $1.2 billion. This 
inflow enabled the United Kingdom not only to finance 
the increased deficit of other transactions, but also to 
add to its gold and dollar reserves. Some of these funds 
appeared to have been invested in longer-term securi- 
ties, but the bulk of them were highly volatile and apt 
to be withdrawn, should interest rates cease to favour 
the United Kingdom, or should a loss of confidence in 
sterling occur. 


In order to reduce the wide disparity between United 
Kingdom rates and those prevailing in the United States 
and in the continental financial centres, the Bank of 
England reduced its discount rate from 6 per cent to 5.5 
per cent in October 1960 and further to 5 per cent in 
December of that year, but even at this level United 
Kingdom interest rates have an edge over those prevail- 


> Excluding transfers to International Monetary Fund in 
connexion with quota increases. 

° Owing to revisions of basic data, the distribution of private 
capital flows as between long-term and short-term for the years 
1958 to 1960 is not strictly comparable with that of earlier years. 

4 Excluding exports of military supplies and services under 
grants. 


ing in other financial centres. Since mid-1960, growth of 
domestic economic activity has again been arrested as 
a result of the decline in foreign demand for British 
exports and the imposition of restraining measures. 
Under such circumstances, to stimulate the economy by 
means of monetary policy is rendered more difficult by 


the need to avoid a large-scale withdrawal of short-term 
funds, 


In some respects the basic problem of external bal- 
ance in the United States is similar to that of the United 
Kingdom. In both countries government expenditures 
abroad are large in relation to their commercial surplus, 
and both are major exporters of long-term capital. Ex- 
ternal transactions in both cases were partly financed by 
building up substantial short-term liabilities to the rest 
of the world. In the case of the United States, however, 
the persistent sizable over-all deficit throughout most 
of the nineteen fifties related to government foreign aid 
policies, which were designed to make available to the 
rest of the world the physical and financial resources 
necessary for the maintenance of growth and a high 
level of trade. In addition, the maintenance of military 
establishments on foreign soil also contributed to the 
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growing strain on the United States external balance, 
particularly since large cash disbursements abroad 
were in no way tied to purchases of United States 
products. Thus, any adverse shifts in the balance of 
current commercial transactions, which may arise from 
a decline of demand in export markets or from rising 
import demand in periods of domestic boom, have to be 
financed out of reserves or by further additions to short- 
term liabilities. The drain on the external reserves of 
the United States in 1959 had resulted from such a 
development. With external commitments normally in 
excess of the commercial surplus, impact of the shift 
in the current account balance had to be borne by a 
decline in reserves and an increase in short-term liabili- 
ties (table 4-29). 


In 1960, however, the trend in the United States cur- 
rent account position was reversed. This was, as noted 
in an earlier section, the result of the slackening of 
United States demand for imports and of the rise of its 
exports which was stimulated by the boom conditions in 
western Europe and Japan. The merchandise trade sur- 
plus on an f.o.b. basis rose from under $1 billion in 
1959 to $4.7 billion in 1960. Since changes in invisibles 
were relatively minor and mutually offsetting, the cur- 
rent account surplus rose by a corresponding amount. 
Other things being equal, this shift would have sufficed 
to eliminate the need for any further drawings on the 
United States gold stock or for further additions to its 
short-term liabilities. However, much of the gain was 
offset by the large outflow of short-term funds to which 
reference was made above. But even apart from these 
financial transactions, not all of the gain from the im- 


provement in the United States current account would 
have benefited reserves. The slackness of the United 
States economy discouraged foreign long-term invest- 
ment in the United States, which dried up after mid-year, 
involving for the year as a whole a decline in United 
States receipts of over $200 million compared with 
1959 (see table 4-30). At the same time United States 
private long-term capital moved in increasing amount 
into investments in western Europe.’ Thus, despite a 
reduced outflow to Canada and other areas, total United 
States private direct investment advanced by some $200 
million. There were also some other independent offsets, 
notably reduced repayments on United States govern- 
ment credits, which had been accelerated in 1959 to 
ease the United States balance of payments position in 
that year. 


The recorded outflow of short-term capital rose by 
$1.1 billion from 1959 to 1960, and the shift in unre- 
corded transactions from net inflow in 1959 to net out- 
flow in 1960 also reflected a change in the short-term 
capital position of the United States of the order of $1.7 
billion, 


The outflow of short-term funds began in the second 
quarter of 1960, and accelerated in the third and fourth 
quarters after discount rates were raised in the Federal 
Republic of Germany and the United Kingdom. The 
outflow rose from a seasonally adjusted annual rate of 
$1.2 billion in the first quarter to $2 billion in the 
second, $3.6 billion in the third, and $4.7 billion in the 
_ 7 This outflow was enhanced by the acquisition of the minority 


shareholding of the British subsidiary of a United States motor- 
car manufacturer in the last quarter of the year. 


Table 4-30. United States Balance of Payments, by Half-year, 1959 and 1960 
(Billions of dollars; seasonally adjusted) 


1959 1960 
ea First half Second half First half Second half 
Merchandise ( f.0.b.) 
Pxperiadis 292 -02.9 0.5 eae ees ; 8.5 9.5 a 
ripe is, So ya Jee os oe aici ees —7. —7.8 —7.6 oe 
Balances aoe. Br iis nS On 1.9 2.8 
Private services and donations............. 0.6 oe YS 
Current commercial balance............ 13 25 j 
Government 
Military expenditures...............-. —I, =I5 ae 
Crates anid Credus ice. sce seth eaine Gees —l: —1.5 a. Ms 
Repayments on loans extended......... 0.6 la 
Private capital 7 
Drrecturvestinents tse tee oni ile oe —0. —0.6 oe 10 
Foreign long-term capital.............- 0.3 : 
Balance of above transactions —d2. —1.4 ae aye 
Other private capital..............---. —0, re a ae 
Unrecorded transactions............--. ; ; 
Change in gold reserve and dollar liabilities a ie Ae 


(inflow —). 0... cence eee e rece ee eees 


Source: United States Department of Commerce, Survey of Current Business, March 1961. 
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last quarter of the year. The rise in the last quarter was 
entirely in unrecorded transactions. 


It should be noted, however, that the transfer of funds 
was not solely motivated by interest rate differentials but 
involved also speculation on a possible change of the 
dollar’s gold parity. For instance, Switzerland, whose 
interest rates are among the lowest in Europe, received 
a dollar inflow estimated at $400 million in the second 
half of the year. Gold sales by the United States began 
to rise significantly in the third quarter of the year, 
when substantial foreign private dollar holdings were 
sold to central banks, notably in the United Kingdom, 
Switzerland and the Netherlands, which normally take 
a large part of their reserve gains in gold. As such sales 
increased in the last quarter of the year, the drain of 
the United States gold stock accelerated. That period 
was characterized by an upsurge of demand in the 
London gold market, where the gold price rose to a peak 
of $41 per fine ounce in October 1960. During the last 
quarter of the year an estimated $500 million of gold 
passed into private ownership. Some of this gold is 
thought to have come from central bank reserves which 
released gold in order to stabilize its open-market price. 
The firm position taken by the new United States Ad- 
ministration in the matter of the gold parity of the 
dollar, helped to damp down the speculative flurry. 
Although the United States continued to lose gold in 
January and February 1961, the outflow of gold tapered 
off, and was reversed in March. 


In the case of the Federal Republic of Germany, the 
inflow of short-term funds considerably aggravated the 
problems arising from the structural surplus of the ex- 
ternal balance. For almost a decade the inflow of foreign 
exchange which resulted from a persistent balance of 
payments surplus has produced a tendency towards 
excessive liquidity. The country’s basic surplus, which 
arises from merchandise trade, is enhanced by outlays 
of the United States Government for its military estab- 
lishment in the Federal Republic of Germany totalling 
close to $1 billion. 


The Government has dealt with the domestic problem 
of excessive liquidity through the sterilization of funds. 


On the external side, efforts to reduce the country’s struc- 
tural surplus on current account have been largely con- 
fined to a rapid dismantling of import and payments 
restrictions during the nineteen fifties and to tariff re- 
ductions. More substantial progress was made in offset- 
ting the surplus through increased capital transfers in 
the form of indemnification payments, accelerated debt 
repayment, advance payments for armaments ordered 
abroad and a growing volume of credits to under- 
developed countries. 


After 1957 the Federal Republic of Germany’s cur- 
rent account surplus began to decline, and in both 1958 
and 1959 reserve accumulation fell short of receipts 
from United States military expenditures. Despite some 
increase in the current surplus in 1960, reserve accumu- 
lation would not have exceeded these receipts had it not 
been for the inflow of short-term funds. The basic flows 
have clearly come closer to over-all balance in the latter 
part of the nineteen fifties. But the balance continues to 
be primarily based on government capital transactions 
and unilateral transfers, some of which are of limited 
duration, while others are single transactions. The net 
outflow of private capital has remained very small in 
view of substantial foreign investments in the booming 
economy of the country. 


The Government of the Federal Republic of Germany 
proceeded to revalue the Deutsche mark by 4.75 per cent 
in March 1961. The revaluation may be expected to 
reduce the export surplus in some degree, and is likely 
to lead to a withdrawal of short-term funds as well as 
to some sale of longer-term securities, which had been 
purchased by non-residents in anticipation of an ex- 
change rate adjustment. Advance debt repayments, sug- 
gested by the German authorities for 1961, will further 
contribute to a reduction of the surplus, but measures 
of this kind would have a once-for-all effect, leaving the 
basic position unchanged. For the long run, the solution 
of the German surplus remains with a high and rising 
level of capital exports, so long as receipts from military 
expenditures continue to flow into the country. Apart 
from these receipts, the surplus would readily be ab- 
sorbed even hy the current level of capital transfers. 


Outlook® 


In the industrial countries of western Europe and in 
Japan, a continuation of expansion with declining 
growth rates is indicated. No substantial acceleration of 
economic activity is foreseen in any of the countries, 
nor is any serious recession envisaged. The upswing of 
business investment, especially in machinery and equip- 
ment, may be expected to continue in many countries, 
at least until the second half of the year. Consumer 

* Based in part upon replies of Governments to the United 


Nations questionnaire of November 1960 on economic trends, 
problems and policies. 


spending is likely to rise further in view of substantial 
increases in disposable personal incomes. Growing pres- 
sure on costs and profit margins and some price in- 
creases are anticipated in several countries. Export 
demand, which had weakened in the course of 1960, may 
become more buoyant in the course of 1961, 


In North America, indicators point to a moderate re- 
covery from the mild recession which had developed in 
the middle of 1960. The recession had obviously passed 
its trough by the end of the first quarter of 1961. It is 
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generally assumed that considerable under-utilization 
of both labour force and productive capacity will persist 
for some time to come. 


SLOWER GROWTH IN WESTERN EUROPE AND JAPAN 


On the supply side, no significant difficulties are an- 
ticipated in 1961 in the industrial countries of western 
Europe or in Japan. Output will probably become some- 
what less flexible in 1961 as full employment levels are 
reached or approached and capacity is fully utilized in 
many countries. Considerable inter-country differences 
exist, however. In a few countries, supply limitations 
are likely to contribute significantly to a retardation of 
growth rates. This applies particularly to Austria, the 
Federal Republic of Germany and the Netherlands, 
where considerable labour shortages developed and an 
exceptionally high degree of capacity utilization was 
attained in 1960. Sectoral and regional labour shortages, 
especially in construction, are also anticipated in Den- 
mark, Norway, Sweden and the United Kingdom. In 
other western European countries, as well as in Japan, 
the supply position appears to be less strained. Although 
the supply factors will reduce the growth rates in some 
countries, a rise in total output of some 3 to 5 per cent 
is considered possible in all western European industrial 
countries. 


Demand in western European countries and Japan is 
generally expected to rise more slowly in 1961. In view 
of the relatively large wage and salary increases which 
have already been negotiated or are expected in most 
countries, consumption expenditure is likely to rise 
significantly. The growth of personal consumption, to- 
gether with industrial investment, will remain major 
expansionary factors in a number of countries. A rela- 
tively large share of the increase in consumption will 
probably be devoted, as in 1960, to consumer durables, 
particularly to automobiles. Public expenditure will be 
increased in almost all countries and will give additional 
support to demand. 


Although no detailed information on inventory move- 
ments is available, it seems likely that this component of 
demand will play a relatively minor part in the expan- 
sion in 196]. Changes in the volume of residential 
construction will generally also be rather small. Most 
countries, however, anticipate relatively large increases 
in business investment, notably in plant and equip- 
ment in manufacturing industry. In many western 
European countries the continuation of the investment 
boom will in part be related to the expansion of markets, 
as the tariff levels are reduced within the European 
Economic Community and the European Free Trade 
Association. 


In the foreign sector, export demand is expected to 
continue to rise in 1961 probably somewhat faster than 
in the latter part of 1960. On the other hand, the rise 
in imports is likely to slow down as the pace of the 


expansion slackens, and demand pressure is eased. Ex- 
ternal balances may record some further deterioration 
in the early part of 1961, but for the year as a whole 
they are expected to be similar to those of 1960. 


While the expansion of economic activity will con- 
tinue in western Europe in 1961, most countries antici- 
pate that growth rates will be lower than in 1960. For 
western Europe as a whole, the increase in total output 
may fall from 6 per cent to 4.5 per cent and that of 
industrial production from 9 to 6 per cent® (see table 
4-31). In the six countries which recorded increases in 
total output of 7 per cent or more in 1960, the rates of 
expansion are expected to decline to around 4 to 5 per 
cent in 1961. In Austria, the Federal Republic of Ger- 
many and the Netherlands, where labour markets be- 
came tight in 1960, these lower rates may represent a 
return to more normal full employment growth rates. 
Growth rates of 5 per cent are anticipated in Finland 
and Italy. 


Table 4-31. Real Gross National Product and In- 
dustrial Production, 1960 and Official Estimates 
for 1961 


(Percentage change from preceding year) 


Gross national product Industrial production 


Country 1960 1961 1960 1961 
(actual) (estimated) (actual) (estimated) 


Western Europe*..... 6 4.5, 9 6 
Netherlands........ 9 4 Ils 6 
IAMSUrIA parade eee 8 5 8 eye? 
TiMENGl, sonoaeocano  B 5 11 10 
Germany (Federal 

Republic) anes: eo NO il 9 
EMR dee @ Sr gegen? if 5 15 b 
INOT WAV a ae tacoma! 4 7 b 
Bel Sivan ate 5 b 7 
Denman keer 5 eae D oo 
KrancCe age rsesc once 5 ) 11 6 
United Kingdom.... 5 3 6 5 
Sweden yeaa 4 8 4.5 

Japan eu ste on Tainares lle Qe 26 15 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on data from replies of 
Governments to the United Nations questionnaire of November 
1960 on economic trends, problems and policies; from ailea 
Situation économique de la Communauté et les perspectives 
pour 1961”, Journal officiel des Communautés européennes 
(Brussels), 22 April 1961, and from national sources. 

* Countries in western Europe are arranged in descending 
order of the rate of increase in gross national product in 1960. 

b Further increase, but at a lower rate than in 1960. 

¢ Fiscal year beginning 1 April. 


The prospects for the remaining western European 
countries in 1961 are more varied. Growth of total out- 
put in these countries in 1960 was below the average 
for western Europe. In 1961 only Sweden anticipates a 


9 The Commission of the European Economic Community has 
estimated the increase in the volume of gross national product 
of that area in 1961 at 4.5 to 5 per cent as compared with the 
increase of 7 per cent in 1960, and that of industrial production 
at 6 to 7 per cent as compared with 12 per cent in 1960. 
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significant acceleration in the expansion of output. 
While the pace of expansion in France is expected to be 
maintained, a slackening is likely to occur in Belgium, 
Denmark and the United Kingdom. In the United King- 
dom the slight decline in total output in the latter part 
of 1960 appears to have been reversed recently after 
the relaxation of hire-purchase restrictions in January 
1961. However, restraints on the expansion of domestic 
demand will remain necessary in view of the substantial 
deterioration of the external balance in 1960. 


The prospect for Japan in 1961 is similar to that for 
most western European countries. The exceptionally 
high rate of growth in total output in 1960 will not be 
maintained in 1961, but the slackening will be only 
moderate. A slower growth of exports is expected to be 
the principal retarding factor. 


While the rates of growth in western Europe and 
Japan are likely to be lower in 1961, the pressure on 
prices, which was evident in many countries during 
1960, may become stronger. Wages are generally ex- 
pected to rise at approximately the same rate as in 1960, 
and in a few countries greater increases are considered 
possible. The only country where wages are likely to 
rise significantly less than in 1960 is the Netherlands, 
which experienced an unusually large upward shift in 
labour incomes after the relaxation of government con- 
trol of wages and salaries in mid-1959. With the rapid 
disappearance of unused productive capacity, the rate 
of increase in output per man-hour, which started to 
fall in most countries in the latter part of 1960, may 
decline further, resulting in larger increases in unit 
wage costs. The decline in the prices of imported raw 
materials in the course of 1960, combined with a good 
harvest, which had contributed in a number of countries 
towards moderating increases in the general price level 
in 1960, were fortuitous factors that cannot be counted 
upon in 1961. 


In most western European countries cautious restraint 
will remain the keynote in government economic policy 
for 1961. In countries such as the Federal Republic of 
Germany, the Netherlands and Sweden, where supply 
limitations have been increasingly felt, the Governments 
have introduced in recent months additional measures 
to moderate the growth of demand pressures. In the 
Federal Republic of Germany, for instance, the Govern- 
ment decided to postpone many public building projects. 
The upward revaluation of the Deutsche mark in March 
1961, which was undestaken mainly for the purpose of 
checking inflows of short-term funds, should facilitate 
the task of relieving the pressure of demand on resources 
by discouraging exports and encouraging imports. In 
the Netherlands, the guilder was also revalued at the 
same time; monetary policy became more restrictive 
after the beginning of the year. No relaxation of govern- 
ment restraints is expected in 1961, in view of the fact 
that new wage contracts will be negotiated later in the 
year and the current budget has already made condi- 


tional arrangements for reducing direct taxes by the 
middle of the year. In Sweden, the Government has 
already curtailed the public building programme and 
the issuance of private building permits. At the same 
time, the budget for 1961/62 aims at an over-all surplus 
comparable to that of the current fiscal year. 


The emphasis of government policy in the United 
Kingdom will also remain restrictive in 1961, mainly 
for balance of payments reasons. The relaxation of hire- 
purchase restrictions in January 1961 was introduced 
for the purpose of stimulating production in the con- 
sumer durable goods industries which had suffered as 
a result of a decline in exports. In countries with spare 
capacity and adequate manpower, as in France and 
Italy, policies are expected to remain or become more 
expansionary in 1961. 


The gross national product of the United States, on 
a seasonally adjusted basis, fell in real terms by about 
1.5 per cent from the fourth quarter of 1960 to the first 
quarter of 1961. Most of the decline was due to the 
continued cutback in inventories, although for the first 
time during the recession personal consumption also 
slipped slightly. The total decline from the peak in the 
second quarter of 1960 was thus about 2.5 per cent. 


However, in the second quarter of 1961 there were 
signs indicating that the worst of the current recession 
might have been over. There was an upturn in inven- 
tory movements in the durable goods sector. But more 
important was the development in the field of industrial 
production. After a fall of 7 per cent from May 1960 
to February this year, the index of industrial produc- 
tion rose by one-half of one per cent in March and by 
another 2.5 per cent in April. In addition, there was 
some evidence of even stronger improvement in May. 
particularly in the steel and automobile industries, 
which had accounted for most of the increase in April. 
It seems possible that steel production, which was run- 
ning at about half of capacity during the preceding win- 
ter months, may increase to 75 per cent of capacity 
before the middle of the year. As shown in table 4-32. 
many other economic indicators also gained strength by 


April. 


Furthermore, according to the survey conducted 
jointly by the United States Department of Commerce 
and the Securities and Exchange Commission in late 
January and February of 1961, a modest rise in busi- 
ness outlays on plant and equipment is expected in the 
second half of the year, although for the year as a whole 
the level will be 3 per cent lower than in 1960. The 
actual development may prove to be more favourable 
than had been anticipated at the beginning of the year. 
According to the McGraw-Hill Survey of late March 
and early April, businessmen had slightly increased 
their investment plans since October 1960, and in- 
tended to reduce expenditure on plant and equipment 
on the average by only one per cent in 1961] (see table 
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Table 4-32. United States: Recent Changes in Certain Economic Indicators 


(Based on seasonally adjusted series) 
i 


Industrial production 
Steel produced 
A yrcenesermb led tr ca ates oka vials ake axe 
Non-agricultural employment 


Average hours worked in manufacturing............ 


Total personal income 


Wage and salary disbursements in manufacturing. . 


IR) COE a oe oe eee 
New orders for durable goods 
Private housing starts 


Low month in ee Fie 
1960-1961 recession 1960 peak low to 
lo low April 1961 
February 1961] —7.3 2.9 
December 1960 —48.6 B22 
March 1961 —43.6 29,1 
December 1960 —1.8 le? 
December 1960 — 4.5 all 
February 1961 —(.9 1.0 
June 1960 —1.9 2.0 
January 1961 —5.8 iil 
January 1961 —12.8 12.4 
December 1960 — 28.0 25.9 


—_—_—_—_—_——— rrr — 


Source: United States Department of Commerce, Survey of Current Business; Joint Economic Committee, 


Economic Indicators (Washington, D.C.). 


4-33). This would involve a considerable increase in 


the second half of 1961. 


In Canada, trends in production followed broadly 
those in the United States. Fixed investment, accord- 
ing to a survey conducted at the end of 1960, is expected 
to rise by one to 2 per cent in 1961. But this will be 
entirely due to increases in expenditure for housing and 
institutional services, since business fixed investment 
is expected to decline somewhat. Exports may show a 
moderate increase in 1961. 

Table 4-33. United States: Plans for Capital 

Spending 

(Billions of dollars) 


Item 1960 1961 aeons 

(actual) (planned) 1960 to 1961 
Manufacturing............ 14.48 14.09 —3 
| he ee a eee 0.99 1.03 4 
Pian Ca ee ee ee 1.03 0.69 —33 

Other transport and 

communications......... 5.07 4.80 —5 
Electric and gas utilities.... 5.68 6.13 8 
Commercial... 2. «ge e00e>0 8.44 8.61 D, 
ToTaL 35.6 BPRS. —]| 


Source: ‘‘Business Plans for New Plant and Equipment, 1961, 
1964”, Fourteenth Annual McGraw-Hill Survey (New York) 
28 April 1961. 


Unemployment still remains high in both countries; 
on a seasonally adjusted basis, it amounts to nearly 7 
per cent of the labour force in the United States and to 
8 per cent in Canada. The immediate outlook is that a 
considerable degree of unemployment will persist dur- 
ing 1961, but in the United States it is expected to fall 
to about 6 per cent of the labour force by the end of 
the year. 


Up to January 1961, the United States had relied 
mainly upon expansionary monetary measures to 
achieve a recovery of economic activity. Subsequently, 
steps were taken to speed up activity on federal projects, 
to accelerate the return of funds to the private sector 
and to lower interest rates on housing loans. Congress 
passed legislation providing for a temporary extension 
of unemployment compensation benefits, and for an in- 
crease in the legal minimum wage. A number of long- 
term measures which will have a stimulating effect on 
the economy were also proposed. These include a tax 
reform to stimulate plant investment, programmes for 
aid to education, urban renewal and a liberalization of 
social security benefits. Moreover, the problem of 
structural unemployment is receiving increased atten- 
tion. A federal loan-grant programme to help depressed 
areas attract new industries has passed Congress, and 
a programme for the retraining of manpower displaced 
hy automation has been introduced. 


Chapter 5 


RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES 


After two years in which external developments had 
exercised a preponderant influence upon the course of 
economic policy and events in the primary exporting 
countries, 1960 opened with domestic decisions playing 
the determining role in shaping the course of internal 
economic developments. The change reflects the fact 
that the cyclical upswing in the industrial countries 
had brought with it an expansion in demand for raw 
materials in consequence of which primary commodity 
prices—and the average export unit values of the primary 
exporting countries—had inched upwards throughout 
1959. It also reflects the fact that by dint of severe 
restraint on imports, the primary exporting countries 
had restored their over-all deficit on the balance of 
trade to manageable proportions, so that after two years 
of sharp contraction foreign exchange reserves had been 
augmented, at least slightly, in 1959. 


With external pressures thus relaxed, most of the 
primary exporting countries allowed domestic expendi- 
ture to rise significantly in 1960. In most instances this 
was achieved through an increase in investment, though 
in some countries tax concessions or a loosening of 
import control brought about a marked rise in con- 
sumption. While domestic production rose appreciably 
in most of the primary exporting countries, the growth 
in agricultural output was generally less favourable 
than in the previous year. The combined result of a 
substantial rise in investment, a proportionately smaller 
but wide-spread rise in consumption and a tendency 
for domestic agricultural production to lag was the 
building up of an unprecedented demand for imports. 


While internal circumstances were thus inducing a 
major expansion in imports, world markets for most of 
the saleable products of the primary exporting countries 
had begun to weaken. With the failure of the upswing 


in economic activity in North America, the effect of the 
boom in western Europe and Japan on markets for most 
raw materials was not sufficient to sustain prices: after a 
rise of about an eighth between the end of 1958 and 
mid-1960, the price index of raw materials in interna- 
tional trade began to recede again, without having re- 
gained the pre-recession average of 1957. The rise in 
raw material prices was not sustained long enough to 
offset decisively the continuing downward drift of food 
prices under the influence of large stocks and a further 
accumulation of surpluses of several major commodities. 
As a result, the price index of all primary commodities 
moving in international trade had barely regained the 
end of 1958 figure when, early in 1960, it started to slide 
downwards again." 


The failure of the average commodity price index to 
register any advance in 1960, compared with 1959, had 
grave implications for most of the primary exporting 
countries. Instead of being able to finance the upsurge 
in imports by means of a parallel rise in export earnings, 
most of these countries found their trade balances de- 
teriorating rapidly. The result was a spate of overseas 
borrowing, a considerable rise in foreign short-term 
liabilities and a drawing down of the exchange reserves 
that had been accumulated in the previous year. By the 
end of 1960 the problem of financing the trade deficit 
was again the principal determinant of internal policy 
and many of the primary exporting countries were put- 
ting into effect measures designed to reduce the demand 
for imports. Where foreign credits were not available 
this often involved a cut in the rate of growth in invest- 
ment. 


1 The world primary commodity situation in 1960 is discussed 
in some detail in United Nations, Commodity Survey, 1960 (Sales 
Nov 6EIED): 


The impact of external developments 


THE GROWTH OF EXPORT EARNINGS 


The expansion in world demand for the products of 
the primary exporting countries, so marked in 1959, 
began to slow down early in 1960. North American 
imports from the primary exporting countries showed 
little if any further growth; imports into western 
Europe increased vigorously in the first half of the year 
but then began to slacken. In very few cases was the 
expansion in demand sufficient to put any strain on sup- 
plies; for most of the export products of the primary 
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exporting countries, capacity remained in excess of rates 
of consumption. The increase in demand, therefore, was 
achieved with relatively small changes in price: only 
in the case of rubber and non-apparel fibres did supplies 
lag to such a degree that prices registered a rapid up- 
swing. The price index of all primary commodities 
moving in international trade rose by about 3 per cent 
between the beginning of 1959 and the middle of 1960: 
and that gain was lost in the second half of 1960. The 
unit value of exports from the primary exporting coun- 
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itries recorded an even smaller rise and that too was 
‘reversed in the second half of 1960: by the third quarter 
\this index had dropped below the corresponding 1959 
‘level, 9 per cent below the 1957 average. 


As a result of the slackening in the rate of expansion 
‘in demand for the products of the primary exporting 
countries, the aggregate volume of the latter’s exports 
increased by only half as much between 1959 and 1960 
-as it had between 1958 and 1959 when a gain of almost 
8 per cent was registered. The decline in the rate of 
increase was sharpest in Latin America and Oceania: the 
export quantum index rose only slightly in Latin Amer- 
ica while in Oceania it was virtually the same in 1960 as 
in 1959. In Africa and southern and south-eastern Asia 
the quantum of exports registered a further substantial 
rise between 1959 and 1960—almost 7 per cent—but in 
both regions this was less than the rise recorded in the 
previous interval. Only in the Middle East was there an 
acceleration: at about one-eighth, the expansion between 
1959 and 1960 was about half as much again as between 
1958 and 1959. Compared with the pre-recession index 
of 1957, the 1960 quantum of exports was about a third 
greater in the Middle East, about a sixth greater in 
Africa, an eighth greater in Latin America, a tenth 
greater in Oceania and only about 2 per cent greater in 
southern and south-eastern Asia. 


The southern and south-eastern Asian region, how- 
ever, was the only one to enjoy an average unit value of 
exports higher than in 1957. In Africa and the Middle 
Fast unit values hardly recovered at all in 1959/60 and 
the average for 1960 was almost 10 per cent below the 
pre-recession level. In Latin America and Oceania there 
was a more marked recovery in 1959, but it followed a 
sharper decline in 1958 and it was not sustained in 1960: 
in both regions the 1960 average was an eighth or more 
below the 1957 average (see chart 5-1). 


In relation to the pre-recession level, the export earn- 
ings of the primary exporting countries reached their 
lowest rate in the second quarter of 1958, almost $600 
million below the corresponding 1957 figure. The sub- 
sequent recovery carried them to a peak in the second 
quarter of 1960, about $600 million above the corre- 
sponding 1957 figure. Thereafter, the dip in unit values 
and the faltering in volume combined to reverse the 
upward trend in earnings. The slowing down in the rise 
in export earnings was common to al] major groups of 
exporters: in the aggregate the countries exporting 
mainly raw materials — fibres, rubber and metals — or 
tropical foodstuffs earned less in the second half of 1960 
than in the second half of 1959. This reflects chiefly the 
drag on earnings exerted by the downward price trend 
of rubber, wool and the beverage crops: rubber prices 
declined steeply in 1960 from the 1959 peak, wool 
prices in the last quarter of 1960 averaged about 6 per 
cent below the corresponding 1959 figure, while 
throughout 1959 and 1960 the quarterly price index of 


coffee and cocoa moving in international trade remained 


below the corresponding figure in the preceding year 
(see chart 5-2). 


The export earnings of the temperate food group re- 
mained remarkably stable in 1958 and 1959, but began 
to expand significantly in the fourth quarter of 1959 
under the influence of an upsurge in shipments from 
Spain—in the wake of a major currency devaluation- 
and to a less extent from Lebanon, Ireland, Israel and 
Portugal. The earnings of this group reflect the relative 
price stability of many of the temperate foods, particu- 
larly fruit, and the continuation of the upward move- 
ment in meat prices: in 1960 these averaged 15 per cent 
above the 1953 level and 55 per cent above the 1950 
level. 


A steady decline in fuel prices throughout the 1957 to 
1960 cycle tended to offset the expansion in the volume 
of shipments from the petroleum exporting countries. 
Aggregate earnings, which had declined in 1959, rose 
again in 1960, but at a rate which diminished in the sec- 


ond half of the year. 


As implied above, the widest swings in earnings were 
those of the countries exporting mainly raw materials: 
these registered the sharpest decline in 1958, the most 
marked rise in 1959 and a notable shrinking of the rate 
of increase in 1960. In the case of the fibre exporting 
group, changes in aggregate earnings, reflecting the 
course of the textile industry cycle, conformed closely to 
movements in the price index of wool and cotton moving 
in international trade: after rising steadily in 1959, this 
index tailed off rapidly in 1960—cotton prices remain- 
ing stable but wool prices receding again—and in the 
final quarter of the year it was actually below the cor- 
responding 1959 level. Changes in the prices of non- 
apparel fibres exercised a moderating effect in 1960: the 
prices of hard fibres remained relatively firm and high 
while the poor 1959/60 jute crop caused raw jute prices 
to soar. However, the resultant increase in the value of 
exports from Pakistan was insufficient to prevent the 
total earnings of the fibre exporting group from drop- 
ping below the corresponding 1959 level in the last 
quarter of 1960. 


The metals, ores and rubber exporting group—influ- 
enced most strongly by changes in the level of activity 
in the durable goods industries in the industrial coun- 
tries—registered swings of the greatest amplitude. The 
rise in earnings was well sustained in 1959, but tapered 
off rapidly after the first quarter of 1960. This reflects’ 
the trend of the price of rubber in international trade 
which affected the course of earnings in the group to a 
greater extent than did the relatively modest fluctuations 
in the price index of non-ferrous base metals and ores. 
The latter, however, also lost momentum in the second 
half of 1960, and by the last quarter was below the cor- 
responding 1959 level. 
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Chart 5-2. Changes in Prices of Selected Commodities and in Export Proceeds and Import Expendi- 
ture of Groups of Countries Exporting Them’ 
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of the United Nations Secretariat, based on Statistical Office of 


the United Nations, Monthly Bulletin of Statistics and_Interna- The fibre group comprises the exporters of vegetable fibres 
me ye - . . > . x : : 
tional Monetary Fund, International Financial Statistics (W ashing- and wool. | a 
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THE SOURCE AND DISTRIBUTION OF INCREASES IN 
EXPORT PROCEEDS 


Notwithstanding the slackening in the rate of growth 
of export volume and the reversal in the 1959/60 up- 
ward creep in average unit value, the relative gain in 
total earnings of the primary exporting countries was 
just over 5 per cent between 1959 and 1960. Between 
1958 and 1959, the increase was just under 7 per cent. 
The proportion of countries registering a decline be- 
tween 1959 and 1960—about a third of the eighty-seven 
for which data are available—was somewhat lower than 
in the previous interval, but among them were rather 
more of the major traders, including Australia, Brazil 
and Indonesia. In a third of the countries whose earn- 
ings declined, however, the reduction was only mar- 
ginal. In only about a fifth of the primary exporting 
countries were earnings down by more than 3 per cent 
and these were predominantly the smaller traders, 
accounting for less than an eighth of total exports. Less 
than a tenth of the primary exporting countries experi- 
enced reductions of more than 10 per cent in their 
export proceeds: these were all small traders—respon- 
sible for little more than one per cent of the total ex- 
ports of the primary exporting countries—that had 
expanded their exports markedly in 1959 (Barbados 
and Bolivia, for example) or had had poor export crops 
in 1959/60 (Mauritius, Nicaragua, Paraguay and 
Tunisia, for example). 


At the other end of the scale, increases of a fifth or 
more were scored by about a sixth of the primary 
exporting countries under review—a larger proportion 
than in 1959 but, because it included fewer of the 
major traders, accounting for a smaller proportion of 
total earnings (see table 5-1). Among the countries 
registering significant—over 10 per cent—increases in 


their export proceeds between 1959 and 1960 there was 
less of a commodity concentration than in the previous 
interval. Higher rubber earnings played an important 
part in the gains of the Federation of Malaya, North 
Borneo and Thailand and higher metal and ore earnings 
in those of Jamaica, the Republic of Korea, Peru, the 
Federation of Rhodesia and Nyasaland and Sierra 
Leone. However, there were also large increases among 
fibre exporters such as Pakistan, Tanganyika and the 
United Arab Republic (Egypt), petroleum exporters 
such as Kuwait and Trinidad, rice exporters such 
as Cambodia and the Republic of Viet-Nam and fruit 
exporters such as Lebanon and Spain. In addition, sev- 
eral of the countries that had experienced a sharp dip 
in exports between 1958 and 1959—Costa Rica, Haiti, 
Réunion and Uruguay, for example—registered cor- 
respondingly sharp gains between 1959 and 1960. 


Only three groups earned less in 1960 than in 1959: 
those whose exports consisted principally of cocoa, to- 
bacco or refined petroleum. In the cocoa group the re- 
duction was due entirely to the decline in cocoa prices. 
This was offset by a major expansion in volume in the 
case of Ghana but not in the case of Cameroun. Reduc- 
tions in unit value and quantum were about equally 
responsible for the decline in the earnings of the tobacco 
and secondary petroleum groups. In the tobacco group 
the reduction occurred mainly in Turkey; in the sec- 
ondary petroleum group the principal factor was a 
decline in shipments from the Netherlands Antilles and 
Sarawak. 


In most of the other groups, quantum gains played 
a larger part than price increases in raising total pro- 
ceeds (see table 5-2). This was generally true of the 
food exporting groups as well as those exporting mainly 
crude petroleum, rubber or wool: among these groups 


Table 5-1. Primary Exporting Countries: Distribution of Changes in 
Exports and Imports 


eee 


Exports f.o.b. 


Imports c.i.f. 


: Number Export receipts Vumber rT te ditt 
Ra ; ort mport erpen tlure 
(previous te 100) Ree Beasetas des es 
1959 1960s 1959 1960s 1959 1960s 1959 19600 
Less than 90......... 10 8 2.5 0.4 a. me 
= Sot ‘ot “~ “ 8.6 

Less than 95......... 16 16 3.8 2.8 30 10 10.8 | 
Less than 100........ 32 27 6.7 8.6 43 18 13.9 6.0 
lOdermeres........ 55 60 24.3 24.0 Ad. 69 19.7 31.0 
Morethan/ 105 ...,.. 37 39 15.2 13.3 23 59 83  %8 
Morethan LO... 23 «OB 8.8 8.0 1247 27 21) 
Mirctan (2000. 13 «45 53 39 4 20 11 9.0 
More inte 6 7 2.0 6 D e 0.8 1.2 
ToraL> 87 7 31.0 32.6 87 7 33.6 36.9 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat 
based on International Monetary Fund Interna- 
tional Financial Statistics. : : 

* Preliminary, estimated for some countries on 
the basis of less than twelve months’ trade. 


» For list of countries included, see footnotes to 
table 5-2; for statistical convenience former French 
Equatorial Africa and former French West Africa 
have been incorporated as single entities; Hong 
Kong and Singapore have also been included. 
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Table 5-2. Primary Exporting Countries: Indices of Export an 
Unit Value and Terms of Trade" 


d Import Quantum, 


(Corresponding portion of preceding year = 100) 


aa ae 


Exports f.o.b. 


Pend oe Quantum l Init value 
1959 1960 1959 1960 
Cocoa TR PRS ee Aen Se 116 118 90 84. 
CEE Sa re 118 114. 98 97 
Petroleum, crude?............ 106 110 95 97 
Oil-seeds and oilse............ 100 105 104, 98 
Bruits and winesf............ 107 125 91 97 
SR 100 101 93 99 
LOIN Rs Wea hee 109 101 106 100 
Senberss, ce same fo ke 102 109 Lea 99 
BPGHAGGCOS theo ee ees 13] 7 89 97 
BCE Ege aes eee a 119 102 85 99 
Petroleum, secondary!........ 98 96 95 97 
Metals and ores™............. 112 103 103 104. 
Wegetable fibres®............. 108 10] 96 107 
lee iore meee eV 99 104 103 105 
RERUN Wr xk lee eo I 106 95 100 108 
Average, countries listed.... 107 105 98 100 

Average, under-developed 

TiGUr. Sy: Ses rn 108 104. 96 101 


Imports cif, 
- Terms of trade 


Quantum Unit value aeae pera 
1959 1960 1959 1960 see hake 
L19 11] 99 101] 91 83 
109 110 98 103 99 94, 
104 90 99 102 95 95 
94, 116 99 LO] 105 97 
101-109 98 100 93 98 
91 9] 98 101 95 98 
94, 12] 100 102 106 98 
10] 120 97 101 124 98 
118 116 100. 98 89 99 
104 L1O 97 98 87 101 
103 97 89 95 107 102 
93 110 99 102 104 102 
94 alee 99 105 97 103 
93 113 96 102 107 103 
WAIL 106 98 LOO 101 108 
99 109 98 101 100 99 
99 106 98 102 98 99 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat; Statistical Office of the United 
Nations, Monthly Bulletin of Statistics; International Monetary 
Fund, International Financial Statistics. 

* Group indices are derived from country indices weighted by 
the current dollar value of exports or imports; 1960 figures are 
preliminary, based on less than twelve months’ trade in some 
countries. 

b> Cameroun and Ghana. 

¢ Burma, Cambodia and Thailand. 

4 Brunei, Iran, Iraq, Kuwait, Qatar, Saudi Arabia, Trinidad 
and Tobago and Venezuela. 

e Former French West Africa, Libya, Nigeria and the Philip- 
pines. 

f Algeria, Ecuador, Honduras, Israel, Lebanon, Panama, Portu- 
gal and Spain. 

« Barbados, British Guiana, China (Taiwan), Cuba, Dominican 
Republic, Fiji, Guadeloupe, Martinique, Mauritius and Réunion. 


price movements were all downward, though only 
slightly in the majority of cases. The most notable 
exception was the tea group in which India enjoyed 
an appreciable rise in average export unit value, partly 
through an increase in the price of high-grade tea but 
also through a substantial recovery in burlap prices in 
the wake of the jute shortage referred to earlier in 
this chapter. The meat exporting group was also an 
exception: it registered a 5 per cent rise in average 
unit value as well as a somewhat smaller rise in export 
quantum. 


In contrast to the changes among most of the food 
exporting groups, increases in unit value contributed 
more than increases in volume to the rise in the export 
earnings of the groups exporting mainly metals and ores 
or vegetable fibres. These groups earned between 7 and 
8 per cent more in 1960 than in 1959, the bulk of the 
gain stemming from higher prices. 


+ Australia, New Zealand, Union of South Africa and Uruguay . 

' Federation of Malaya, Indonesia, North Borneo and the Re- 
public of Viet-Nam. 

} Greece and Turkey. 

k Angola, Brazil, Colombia, Costa Rica, El Salvador, Ethiopia, 
Guatemala, Haiti and Madagascar. 

! Aden, Bahrain, Netherlands Antilles and Sarawak. 

™ Bolivia, Chile, Congo, Cyprus, Federation of Rhodesia and 
Nyasaland, Jamaica, Jordan, Jeske Peru, Republic of Korea, 
Sierra Leone, Surinam and Tunisia. 

» British East Africa, former French Equatorial Africa, Mexico, 
Mozambique, Nicaragua, Pakistan, Sudan, United Arab Republic 
(Egypt) and United Arab Republic (Syria). 

° eaenninas Ireland and Paraguay. 

» Ceylon and India. 

4 Latin America, Africa (excluding the Union of South Africa), 
Middle East (excluding Turkey), southern and south-eastern 
Asia, weighted by the value of trade in 1953. 


For most of the food exporters the decline in average 
unit value of exports between 1959 and 1960 was the 
second one in succession; for the coffee, sugar, fruit 
and wine and tobacco exporting groups it was the third 
successive decline. It was also the third successive de- 
cline for the petroleum exporters. For the rubber, wool 
and oil-seeds exporters, on the other hand, the decline 
in 1960 followed a marked recovery in the preceding 
year. In the vegetable fibre group the recovery came 
in 1960 followed a marked recovery in the preceding 
had dropped sharply in the recession, the rise between 
1959 and 1960 was the second in a row. For the meat 


exporting group it was also the second increase. 


In most countries the changes in export prices be- 
tween 1959 and 1960 were smaller than those that had 
occurred in the two preceding intervals. On balance 
it was a very slight upward movement, in contrast to 


the decline between 1957 and 1959, The overwhelming 
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bulk of the increment in total export proceeds between 
1959 and 1960, however, came from the expansion In 


volume. 
THE UPSWING IN IMPORTS 


As has happened in previous cycles, the course of 
imports into the primary exporting countries conformed 
closely to that of export earnings, but with a distinct 
lag. The reversal in the downward movement in export 
earnings came in mid-1958, that in imports not until 
well into 1959. The upswing in earnings faltered in 
the second half of 1960; import expenditure continued 
to increase: having been cut back sharply in 1958, it did 
not regain 1957 rates until the beginning of 1960. 


As in the case of export earnings, the most decisive 
cyclical swing in import expenditure was registered 
by the raw material exporters. Imports into the fibre ex- 
porting countries, having declined steadily in 1958/59, 
rose correspondingly in 1959/60, reaching a peak rate 
of expansion in the third quarter of 1960 when imports 
were a fourth above the corresponding 1959 level. The 
rate of increase of imports into the rubber and metal 
exporting group of countries began to taper off some- 
what earlier, but expansion continued throughout 1960. 
This was true of the food exporting group, too, although 
—as suggested above—both the cuts in 1958 and 1959 
and the increase in 1960 were relatively smaller (see 
chart 5-2). 

In contrast to the upswing in imports into most of 
the primary exporting countries in 1959 and 1960, 
there was no recovery in the case of the petroleum 
exporting group: import expenditure was reduced fur- 
ther in 1960. The dominant element in this downward 
trend was Venezuela whose imports had been particu- 
larly high in 1957, A decline in refining activity in the 
Netherlands Antilles also contributed to the reduction 
in the group’s total imports. Only in Aden, Iraq, Qatar 
and Trinidad was there a marked expansion in imports 
and this was insufhcient to offset the contraction else- 
where. 


While price changes played a major role in reducing 
export earnings in 1958 and holding them back in 
1959, they contributed rather less to the reduction in 
import expenditures: while the volume of exports rose 
fairly continuously between mid-1958 and end-1960, 
the volume of imports dipped steeply in 1958 and, 
though rising strongly thereafter, was only about 3 per 
cent above the 1957 level in 1960. Between 1957 and 
1958 and again between 1958 and 1959, import ex- 
penditure was reduced by almost twice as much—some- 
what less than 6 per cent and 3 per cent respectively— 
as import volume. And between 1959 and 1960. the 
upturn in prices added between one and 2 per cent to 
the cost of imports, the volume of which expanded by 
almost 9 per cent. 


The trend of import price changes was broadly simi- 
lar in the main geographical regions; the downswing 


was most marked and the upswing least marked in 
Africa, while Oceania registered the smallest changes 
(see chart 5-1). The course of import quantum differed 
to a much greater extent. At the one extreme was the 
upsurge of imports into Oceania in 1959 and 1960 which 
carried the average quantum index for 1960 to about a 
fifth above the 1957 level. At the other extreme was the 
continuance of the downward drift of imports into 
Latin America, as a result of which the average quan- 
tum index in 1960 was about an eighth below the 1957 
level. Imports into southern and south-eastern Asia 
barely regained the 1957 level in 1960. In the Middle 
East there was a much steadier growth in the volume of 
imports. In Africa, too, the 1958-1959 decline was less 
pronounced, but the rapid rise in the second half of 
1959 was not sustained throughout 1960 and for the 
year as a whole the volume of imports was only about 
9 per cent above the 1957 level. 


As indicated above, the increase in import expendi- 
ture in 1960 was wide-spread: about four-fifths of the 
countries for which data are available imported more 
in 1960 than in 1959. Between 1958 and 1959 the pro- 
portion registering increases was only one-half (see 
table 5-1). The proportion of countries reducing their 
imports by 10 per cent or more dropped from 24 per 
cent to 6 per cent and the proportion of trade accounted 
for by such countries dropped in a comparable fashion. 
There was a corresponding change at the other end of 
the scale: well over half of the primary exporting 
countries increased their imports by 10 per cent or 
more in 1960 compared with less than a seventh of the 
countries in 1959, while the trade for which these coun- 
tries accounted rose even more sharply—from 8 per 
cent to over 57 per cent. 


The only important trading countries to register re- 
ductions of more than 10 per cent in import expenditure 
between 1959 and 1960 were the Netherlands Antilles 
and Venezuela (which bore the brunt of the readjust- 
ment to surplus conditions in the world petroleum mar- 
ket), Cuba and the Dominican Republic (which bore 
the brunt of the readjustment in world sugar trade that 
followed in the wake of the political changes in which 
they were involved) and the Congo, where constitutional 
changes were accompanied by economic breakdown in 
parts of the country. There was a cutback of just under 
10 per cent in Spain where retrenchment was part of a 
drastic stabilization programme. 


In contrast to these were a number of countries in 
which imports rose by a fourth or more, including, (in 
descending order of relative increase) Pakistan, Uru- 
guay, Cambodia, Australia, Peru, China (Taiwan) and 
Indonesia. These were generally among the countries 
which had enjoyed a substantial rise in export earnings 


in the second half of 1959 and the first half of 1960. 


In the groupings of countries according to their 
principal export (see table 5-2) only two—the sugar and 
the petroleum exporting groups—spent less on imports 
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in 1960 than in 1959. In the case of the sugar group 
the reduction was entirely the result of the upheaval in 
Cuban trade consequent upon the break in relations with 
the United States. In the case of the petroleum produc- 
ing group the reduction was largely a reflection of the 
severe cut in imports into Venezuela, referred to above. 
though some of the Middle East producers also imported 
somewhat less than in 1959. In the case of the refining 
group, it was the course of petroleum trade itself which 
resulted in a reduction in imports: prices of crude were 
lower and, as indicated above, imports into the Nether- 
lands Antilles and Sarawak were also smaller in volume. 


For the rest there was a sizable expansion in imports: 
in terms of quantum it ranged from less than 10 per 
cent in the case of the tea, rice and fruit and wine 
exporting groups to over 20 per cent in the case of the 
rubber and wool exporting groups. Except in the case of 
the secondary petroleum group, discussed above, im- 
port prices did not diverge much from the 1959 level. 
Having dropped measurably and almost universally 
between 1958 and 1959—partly as a result of declining 
freight rates—there was a tendency for the price of 
imports to average somewhat more in 1960. The unit 
value of manufactures in international trade was about 
3 per cent higher than in 1959 and this offset—and in 
most groups more than offset—the further decline in 
food and fuel prices. Apart from the secondary petro- 
leum group, the coffee, fruit and tobacco exporting 
groups were the only ones to register a lower import 
unit value in 1960: the decline was most marked in 
Brazil, Greece and Spain. The vegetable fibre exporting 
group registered the largest increase—a reflection, in 
part, of higher import prices reported by Mexico. 


MOVEMENTS IN THE TERMS OF TRADE 


Total manufacturing production outside the centrally 
planned countries rose by 11 per cent between 1958 and 
1959 and by 5 per cent between 1959 and 1960. These 
increases—and the concomitant rise in demand for in- 
dustrial materials—were largely responsible for an im- 
provement in the terms of trade of the raw material 
exporting countries: by about 6 per cent in 1959 and 
about one per cent in 1960. These gains were more or 
less offset by a comparable deterioration in the terms of 
trade of the food and fuel exporting countries. Thus for 
the primary exporting countries as a whole the terms of 
trade in 1959 and 1960 remained approximately at the 
1958 level. In 1959 there was a slight decline in both 
export and import unit values; in 1960 there was a slight 
rise (see table 5-2). 


The principal exceptions to the pattern in 1960 were 
the tea, meat and coffee groups among the food ex- 
porters, whose terms of trade improved, and the wool 
and rubber groups among the raw material exporters. 
whose terms of trade deteriorated after their sharp rise 
in 1959. The meat and tea exporters were the only groups 
to register a steady improvement in their terms of trade 
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throughout the 1957 to 1960 cycle. For most of the food 
exporters, however, the terms of trade worsened between 
1959 and 1960 as they had between 1958 and 1959, In 
the case of the sugar group, indeed, this was the third 
successive decline in the purchasing power of its exports. 
The coffee exporters registered a slight improvement in 
1960 after two years of rapid decline: between 1959 and 
1960 the average cost of its imports dropped slightly 
more than the average price of its exports. The sharpest 
reduction in 1960 was in the cocoa exporting group 
whose terms of trade had also worsened in 1959—but 
only after a considerable rise—against the trend—follow- 
ing a poor harvest in 1957/58, 


Like the sugar group the petroleum exporters also 
experienced the third successive deterioration in their 
terms of trade between 1959 and 1960. The group was 
divided, however: the countries exporting mainly crude 
oil suffered a second decline of 5 per cent in their terms 
of trade while—partly as a result—the exporters of re- 
fined products enjoyed a second, though smaller, im- 
provement in their terms of trade. 


Among the raw material exporters, the metals group 
registered an appreciable improvement both in 1959 and 
in 1960. The terms of trade of the fibre group, though 
declining just as sharply in 1958, rose only slightly in 
the recovery phase. This reflects, for the most part, dif- 
ferences in the movements of cotton and wool prices. 
Between 1958 and 1959 wool prices rose, while the aver- 
age export unit value of the vegetable fibre group 
declined. Between 1959 and 1960 the position was 
reversed: the unit value of exports of the wool group 
was barely maintained, while that of the vegetable fibre 
eroup—benefiting from higher prices for sisal as well as 
for long staple cotton—was somewhat higher. 


THE DESTINATION OF EXPORTS 


The expansion in the trade of the primary exporting 
countries between 1959 and 1960 was widely distributed. 
In absolute terms, by far the largest increase was in 
shipments to western Europe, but there were also major 
wains in exports to southern and south-eastern Asia, 
Japan, the Union of Soviet Socialist Republics and east- 
ern Europe and Oceania. There were smaller gains in 
exports to the West Indies, Africa, the Middle East and 
mainland China. The only reductions were in trade with 
the western hemisphere: shipments to North America 
were about 2 per cent—$136 million—below the 1959 
level and shipments to Latin America were also some- 
what lower—largely because of a 3 per cent contraction 
in trade among the twenty republics themselves. 


Apart from an expansion of almost $200 million to 
western Europe, the most notable development in the 
pattern of Latin American trade was a switch from 
North America to the centrally planned countries: 
largely asa result of the realignment of the Cuban sugar 
trade, exports to North America dropped by about $108 
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million while exports to the Soviet Union and eastern 
Europe increased by almost the same amount. Latin 
America was the only region to export less to Japan in 
1960 than in 1959 (see table 5-3). More than half of the 
increase in the value of exports to the primary exporting 
regions was accounted for by shipments to the West 
Indies—largely crude petroleum moving from Venezuela 


to Trinidad. 


About half of the increase in the earnings of Africa 
from expanded trade with western Europe was offset by 
the reduction in the proceeds of North American trade. 
Far behind the gain in exports to western Europe in 
absolute terms was a large proportionate increase in 
exports to southern and south-eastern Asia, of which 
purchases by India—of copper from Northern Rhodesia 
and cotton from East Africa—were major elements. 
There was also a sizable increase in exports of maize by 
the Union of South Africa to the Philippines where the 
local 1959 crop had been a poor one. In contrast to Latin 
America, trade within the region was greater than in 
1959 (by about 6 per cent) ; as in Latin America, how- 
ever, this trade remained less than 10 per cent of the 
region’s total exports. African exports to the Soviet 
Union and eastern Europe. though less than 2 per cent 
of the total, also rose sharply in 1960, reflecting in- 


Table 5-3. 


creased sales of copper from the Federation of Rhodesia 
and Nyasaland, cocoa from Ghana, and wool from the 


Union of South Africa. 


The Middle Fast increased its trade to a greater extent 
than any of the other primary exporting regions. Ship- 
ments to western Europe—largely of petroleum—ac- 
counted for about a third of the increment and ship- 
ments to Japan for about a sixth. Unlike most of the 
other regions, the Middle East increased its earnings 
from shipments to North America, notwithstanding a 
marked decline in the average price of crude petroleum 
between 1959 and 1960. About 10 per cent of the incre- 
ment in earnings came from trade with southern and 
south-eastern Asia; cotton and rice contributed to this— 
Egyptian cotton exports to India were double the 1959 
volume—though the bulk of the gain was accounted for 
by petroleum. There were smaller increases in exports 
to each of the other regions with the exception of Latin 
America where development of local petroleum re- 
sources in Argentina and Brazil further reduced import 
demand. 


By far the largest absolute increase in the value of 
exports between 1959 and 1960 was that recorded in 
southern and south-eastern Asia: at about $530 million 
it accounted for about 40 per cent of the expansion in 


Primary Exporting Countries: Distribution of Exports, by Region 


(Value, millions of dollars, f.o.b.; index, 1959 =100) 


Value of exports to 


Exporting region 


nd per Je y imar 
pois Worlds North Western Japan oo eas 
America Europe countries countries 
Primary exporting countries® 
WEISS MBO. seo on Bano one 29,619 6,878 T2535 Mer 1,114 7,109 
Iindex'96 0 er eee 104 98 104 112 116 108 
Latin America 
Valltte:a(95 Oa ee 8,318 3,825 2.515 25) 133 1,562 
Index: 1960........ ane 103 97 107 95 173 102 
Africa 
Walttesn(9 5 Oana 5,066 494. 3,550 85 87 6 
ete : a ] 91 
iid exsn O60) nee see een 104 7 104. 113 12 1 
Middle East 
Vales: 1950s 4,705 428 2500 261 2 2: 
weer: Ard d's 2 2.308 26 294 1223 
Index: "1960 nn. eee 108 110 106 126 113 107 
ee and south-eastern Asia 
ale sp 95 Ol ee ia ee, 7,159 1,241 1,982 665 473 767 
(, Los 9% ‘ yA . ( ay ‘ 
Index: 060 107 104 106 thy 97 lll 
Oceania 
Value: 1959... . 2,828 357 1,542 : 
£1909. 2,828 042 291 106 490 
Indexs| OOO) ae ae ae 99 84 95 116 116 114 
Othere 
Value: 1959....... 1,543 532 572 2 
eas el be & at * IIa ie *) 21 ‘ vhs 
Ina clases LOGO aan ee 102 99 105 120 i i 


Source: Statistical Office of the United Nations. 
* Including exports whose destination was not 
reported. 


; *Sum of regions indicated; Greece, Ireland, 
Portugal, Spain and Turkey are not included. 
* Mostly the West Indies. 
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the combined earnings of the primary exporting coun- 
tries. Well over half this increase came from exports to 
primary exporting countries, most notably those within 
the region. Most of the countries participated in this 
upsurge in intra-regional trade: in terms of total value 
the largest increases were in the entrepot trade of Hong 
Kong and Singapore, the rice and tin ore exports of 
Thailand, the tin and rubber shipments of the Federa- 
tion of Malaya to Singapore and India and the raw jute 
exports of Pakistan. Proportionately, however, there 
were also major increases in the exports of Cambodia 
and the Republic of Viet-Nam—mainly of rice—and of 
China (Taiwan), the Philippines and Sarawak. Only 
Burma, India and Indonesia sold less within the region 


in 1960 than in 1959. 


About a fifth of the increase in the combined earnings 
of the countries of southern and south-eastern Asia came 
from exports to western Europe and about an eighth 
from exports to Japan. Like the Middle East, the region 
sold more to North America in 1960: though there were 
reductions in exports to the United States of some major 
products—notably rubber and copra—these were more 
than offset by increases in a number of other items, in- 
cluding in particular tin and copper, sugar (the Philip- 
pines filling part of the gap left by the ending of the 
Cuban quota), jute burlap and, significantly, a range 
of manufactured cotton and rayon textiles, sales of 
which rose from about $70 million to over $100 million. 


Southern and south-eastern Asia also increased its 
exports to other primary exporting regions, especially 
Oceania, receipts from which were almost a fourth 
greater than in 1959. In contrast to the other regions, 
however, it sold less to the Soviet Union and eastern 
Europe: largely because of the decline in the price of 
rubber, the value of exports to these destinations 
dropped back by about 3 per cent in 1960. 


Oceania was the only region to export less in 1960 
than in 1959. The principal decline was in receipts from 
western Europe but there was also a reduction in sales 
to North America and to mainland China. Exports to 
other regions were al] higher, especially in the case of 
Japan whose purchases of wool were at a record level 
and, on a smaller scale, the Soviet Union which re- 
entered the Australian auctions in 1959/60, switching 
its purchases from Latin American suppliers. Trade 
within the region also registered a sharp—20 per cent— 
increase as Australia raised the level of its exports to 


New Zealand. 


In the aggregate the expansion in exports from the 
primary exporting countries in 1960 was distinguished 
by the slackening in trade with the industrial countries 
and the revival of trade among the primary exporting 
countries themselves. Between 1958 and 1959, notwith- 
standing a decline of about 4 per cent in average price, 
the value of exports to North America and western 
Europe had risen by about 6 per cent; between 1959 and 
1960 it rose by less than 2 per cent. Between 1958 and 


1959 trade among the primary exporting countries had 
remained virtually stationary in total value; between 
1959 and 1960 it rose by more than 8 per cent. The rate 
of growth of exports to Japan—though, at 12 per cent, 
sul relatively high—was only half the previous figure. 
Exports to the centrally planned countries, on the other 
hand, expanded by 12 per cent between 1958 and 1959 
and by 16 per cent between 1959 and 1960, exceeding 4 


per cent of total primary exporting countries’ exports 
for the first time. 


Notwithstanding the lag in North American demand 
and the considerable expansion in trade among the pri- 
mary exporting countries themselves, the industrial 
countries again absorbed the bulk—about 70 per cent— 
of the exports from these countries. The main com- 
ponent of the increase in this trade between 1959 and 
1960 was raw materials: thus after a decline of a sixth 
between 1957 and 1958—as industrial demand receded— 
and a partial recovery in 1959, earnings from raw 
material exports to the industrial countries reached a 
new peak in 1960, about 7 per cent above the highest 
pre-recession figure of 1956. 


To judge from the value of imports into the industria! 
countries in the first three quarters of the year, the 
largest gain in earnings from raw material exports from 
the primary exporting countries accrued to southern and 
south-eastern Asia: this region received more than half 
the total increment, a rise of a fourth on the correspond- 
ing 1959 figure (see table 5-4). The relative size of this 
gain probably diminished as 1960 progressed, for in the 
second half of the year raw material prices were declin- 
ing, very sharply in the case of rubber, a major source 
of the region’s earnings. It is probable that the large rise 
in the earnings of Oceania from raw material exports 
was similarly reduced by lower wool prices in the final 
quarter of the year; and to a Jess extent the smaller gains 
in Africa (about 10 per cent) and Latin America (about 
6 per cent) may also have been somewhat lower on the 
basis of a full year comparison. 


Next to raw materials, manufactures—mostly non- 
ferrous metals and textiles—yielded the largest incre- 
ment in proceeds from exports to the industrial coun- 
tries. All regions, with the exception of Oceania, gained 
substantially from this source. In the aggregate the in- 
crease in the first three quarters of the year was as much 
as a fourth but as the prices of non-ferrous metals were 
rising in the final quarter of 1959 and declining in the 
final quarter of 1960, the increase in the full year was 
probably smaller. 


Among the major components of the rise in earnings 
from manufactures was a very large increase in ship: 
ments from Latin America to western Europe, chiefly of 
copper and other metals, sales of which were over 50 
per cent higher in 1960. There was also a marked rise— 
of over a third—in shipments from southern and south- 
eastern Asia, both to western Europe and to North 
America. High jute prices played a part in this rise but. 
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Table 5-4. Exports of Selected Categories of Goods 
to Industrial Countries 
(Value, millions of dollars in the first three quarters of 1959; 
index, 1959 figure = 100) 


— EE” OOeeeer—— 


Exporting region Raw Manufac- 
ana Rencgal Foodsiuffs —materials® Fuels lures® 


Primary exporting 


countries 2 
Value: 1959.... 6,061 5,389 Ba Ol 1,562 
Index: 1960.... 96 113 103 125 

Latin America 
Value: 1959.... 2,666 1,147 1,146 351 
Index: 1960.... 101 106 95 133 

Africa» y 
Value: 1959.... 1,580 1,585 178 545, 
Index: 1960.... 91 110 79 115 

Middle East 
Value: 1959.... 268 343 2332 95 
Index: 1960.... 7 9] 108 123 

Southern and south- 
eastern Asia 
Value: 1959.... 687 1,459 105 484. 
Index: 1960.... 107 125 131 136 

Oceania 
Value: 1959.... 861 855 6 87 
Index: 1960.... 9] 116 APH 98 


Source: United Nations, Commodity Trade Statistics, Statistical 
Papers, Series D. 

® Metals are included with ‘“‘manufactures’’. 

> Including dependencies of western European countries in the 
Caribbean and South East Asia. The coverage in 1960 differs 
slightly from that of 1959; as a result the fuel index is under- 
stated. 


it also reflects a considerable expansion in the exports 
of tin and cotton cloth. 


Manufactures have thus been the most dynamic ele- 
ment among the exports of the primary exporting coun- 
tries in recent years: though still constituting only 10 
per cent of the total shipped to industrial countries, in 
1960 they earned about a third more than in 1957, an 
increase of about four times the average. This reflects 
not only a more rapid growth in volume than in the 
case of primary products but also a significant difference 
in price trend: while prices of non-ferrous metals in 
1960 were slightly above the 1957 average and the price 
level of other manufactures had remained relatively 
stable, the price index of primary products moving in 
international trade had dropped by about 9 per cent. 


Between 1959 and 1960 the increase in earnings from 
fuel exports to the industrial countries was only about 
a third of that derived from manufactures. The value 
of shipments to Japan was about a fourth higher, to 
western Europe about 4 per cent higher, to North Amer- 
ica slightly below the 1959 level. In the aggregate the 
increase in fuel earnings was between 3 and 4 per cent, 
slightly greater than in the preceding interval. As the 
average price was about 3 per cent less than in 1959, 
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the increase in the quantum of exports was almost 7 
per cent. 


The most notable proportionate gains in fuel exports 
were in shipments to Japan: the value of petroleum 
shipments from the Middle East was about 22 per cent 
above the 1959 level, shipments from southern and 
south-eastern Asia almost doubled, while shipments of 
coal from Australia almost trebled. In absolute terms, 
however, the expansion in exports to western Europe 
was far larger: most of the increase in receipts accrued 
to the Middle East but exports from Africa, southern 
and south-eastern Asia and the Caribbean islands were 
all appreciably higher; only Latin America supplied 
less. In its quantitatively more important trade with 
North America. on the other hand, Latin American petro- 
leum earnings were slightly greater than in 1959. 


In contrast to the expansion in earnings from raw 
materials, fuels and manufactures exported to the in- 
dustrial countries, the primary exporting countries 
earned less from sales of foodstuffs in 1960 than in 
1959. This was the second year of decline in foodstuff 
earnings: after rising fractionally between 1957 and 
1958 they declined by one per cent between 1958 and 
1959 and by almost 4 per cent between 1959 and 1960. 
The principal factors in the most recent decline were 
lower cocoa and robusta coffee prices which reduced 
African earnings, poor grain harvests which reduced 
the earnings of exporters in the Middle East and North 
Africa, lower cattle slaughter and lower beef and butter 
prices which reduced the earnings of Oceania. 


The decline was concentrated largely on North Amer- 
ica: western European imports from the primary ex- 
porting countries were only fractionally lower and 
Japanese imports were almost 5 per cent higher. Only 
southern and south-eastern Asia sold more food to North 
America in 1960 than in 1959, largely as a result of 
the increase in the Philippine sugar quota following the 
break between the United States and Cuba. Exports from 
other regions were substantially less than in 1959. The 
smallest relative loss—but the largest in absolute terms 
—was registered by Latin America, affected not only by 
a switching of a portion of the United States sugar quota 
out of the region but also by lower coffee and cocoa 
prices and reduced beef and cattle shipments. Fruit and 
nuts were the only major categories to yield higher re- 
ceipts in 1960 than in 1959, and for the year as a whole 
Latin American exports of foodstuffs to the United States 
were 7 per cent below the 1959 level. 


The reduction in Latin American exports to North 
America was just about offset by increased shipments 
to western Europe—chiefly of cereals and to a much 
smaller extent fruit and coffee. The only other region 
to earn more from food exports to western Europe was 
southern and south-eastern Asia which supplied more 
tea and more rice than in 1959. Imports from Oceania 
were about 4 per cent below the high 1959 level, while 
imports from Africa and the Middle East declined 
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sagain, less sharply than in 1959 in the case of Africa 
‘but more sharply in the case of the Middle East. 


Though Japan again reduced its imports of rice, hav- 
}ing become virtually self-sufficient in this-crop, it pur- 
»chased more wheat and maize and more sugar than in 
!1959. The increases came in approximately equal shares 
Hfrom southern and south-eastern Asia, Latin America 
pand Africa and in the aggregate the primary exporting 
»countries earned about 5 per cent more from their food 
eexports to Japan. 


THE SOURCE AND COMPOSITION OF IMPORTS 


Apart from the general and substantial increase in 
trade among the primary exporting countries them- 
selves, there was a large and widespread increase in 
the value of goods drawn from the industrial and cen- 
trally planned regions. In the aggregate imports from 
the industrial countries rose by about an eighth, and 
imports from the centrally planned countries by some- 
what more. 


In Latin America the change in the pattern of exports 
noted above was paralleled by a change in the source 
of imports. The principal increase was in imports from 
western Europe. There was a large increase in imports 
from the Soviet Union, accompanied by a reduction in 
imports from North America. Japan also supplied a 
much larger quantity of goods. Notwithstanding the 
realignment of Cuban trade, and the expansion in the 
European and Japanese share of the Latin American 
market, almost half of the region’s imports continued 
to come from North America. 


The most notable changes in the distribution of Afri- 
can imports were a further rise—of almost 10 per cent— 
in purchases from western Europe and a decline of 
about a fifth in purchases from Japan. The latter, how- 
ever, was more than accounted for by changes in the 
delivery of ships for Liberian registry; Japanese ex- 
ports to the rest of Africa were considerably higher than 
in 1959, especially to Nigeria, British East Africa, 
Ghana and the Union of South Africa. On a smaller 
scale imports from the other regions all rose, but over 
two-thirds of the region’s imports again came from 
western Europe. 


Like Africa, the Middle East drew the bulk of the 
increment in its external supplies from western Europe. 
With the exception of eastern Europe and the Soviet 
Union—which furnished more or less the same amount 
as in 1959—imports from the other regions also rose, 
most substantially in the case of North America. 


Southern and south-eastern Asia was distinguished 
not only by the massive increase in its total imports— 
about a sixth above the 1959 level—but also by the 
fact that the largest element in this increase came from 
the United States. The largest relative expansion, how- 
ever, was in goods drawn from Japan: this flow rose by 
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almost a third, to constitute about a seventh of the 
region’s total imports in 1960. 


Both Oceania and the West Indian region increased 
their imports from almost all sources, but especially 
from western Europe and North America, and on a 
smaller scale from Japan. The expansion was particu- 
larly large in the case of trade between Oceania and 
Japan: between 1959 and 1960 Japan’s share of the 
exports of Oceania rose from about 10 per cent to 12 


per cent and of the imports from 4 per cent to nearly 
7 per cent. 


In total, well over three-fourths of the increment in 
imports into the primary exporting countries between 
1959 and 1960 originated in the industrial countries: 
of this, substantially more than half came from western 
Europe, rather less than a third from North America 
and the remainder from Japan. Of the increase in im- 
ports from the industrial countries—to judge by trade 
returns for the first three quarters of the year—almost 
half consisted of machinery and transport equipment 
and rather less than a third of other manufactured 
goods—including steel and other metal semi-manufac- 
tures. The remaining fourth was divided more or less 
equally between chemicals, raw materials and foodstuffs. 
For the year as a whole it is probable that the propor- 
tion of imports drawn from North America and the 
proportion consisting of foodstuffs were both somewhat 
higher: United States grain exports to the primary 
exporting countries rose substantially in the last quarter 
of the year, approaching $1.0 billion in 1960, compared 
with less than $0.7 billion in 1959. 


The most notable concentration on imports of capital 
goods was in Africa and Latin America. In Africa all 
major categories of imports from the industrial coun- 
tries—with the exception of fuel—registered an increase 
between 1959 and 1960, but over 60 per cent of the 
increment comprised machinery and vehicles. The bulk 
of the expansion was in supplies from western Europe 
but the largest relative increase was in the equipment, 
other than ships, drawn from Japan (see table 5-5). 


In Latin America the whole of the net increase in 
imports from the industrial countries was accounted 
for by capital goods: there were also increases in im- 
ports of chemicals and raw materials, but these were 
offset by reductions in imports of food and fuel and in 
manufactures other than machinery and vehicles. As 
in the case of Africa, the bulk of the increment in capi- 
tal goods came from western Europe: though North 
America continued to supply about half of the total. 
there was little change in this flow between 1959 and 
1960. Latin American imports of machinery from the 
United States were actually slightly lower in 1960 than 
in 1959, though this reduction was offset by an increase 
in imports of vehicles, especially aircraft. 


In the Middle East the largest increase in imports 
from the industrial countries in the first three quarters 
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Table 5-5. Imports of Selected Categories of Goods from Industrial Countries 
(Value, millions of dollars in the first three quarters of 1959; index, 1959 figure = 100) 


Raw 
Foodstuffs materials* 


Manufactured goods 


Fuels Machinery Other 


Importing region and period Total Chemicals and manufactures*® 
vehicles 
He peo M3 pee eee 40 605 374 PA Was 5,608 5,025 
Index: LOGON pee ae 109 i 101 TE: 113 117 Wine} 
teller Cb te 428 «160 97 «3,801 516 1,952 ~—«1,333 
Tridexcal OG OMaeeenneiae 97 120 95 105 107 109 97 
,, b 
ee 1:95 Oeste 530 112 163 3,085 ald 1,279 1,493 
Index:a 96 Onsite 102 134. 100 118 116 130 109 
Middle East : 
Value 1959 Sear. ree 232 102 50 1,635 176 774 686 
iadexcnl 96 Osea 113 93 80 104. 104 101 107 
Southern and south- 
tern Asia 
values E95 Deere eels Gyils) 1) 49 2,597 406 PE 1,080 
Index: 1960........... 123 154 133 122, LAS Al 25, 
Oceania 
Values1959 eee 3 56 15 1,039 113 492 434 
Index: 1960........... 120 hss 110 140 133 132 150 


Source: United Nations, Commodity Trade Sta- 
tistics, Statistical Papers, Series D. 

* Metals are facile with “other manufactures’’. 

> Including dependencies of western European 


of the year was in the category of manufactures other 
than machinery and vehicles. This increase came almost 
entirely from western Europe. Imports of capital goods 
may have registered a greater expansion later in the 
year: exports from the United States in 1960 were 
about 8 per cent above the 1959 level. Much greater, 
however, was the expansion in food shipments from the 
United States: these increased by almost a third in 
value between 1959 and 1960, a major expansion in 
grain far outweighing a contraction in other food items. 


There was a similar upsurge in United States grain 
exports to southern and south-eastern Asia: these totalled 


countries in the Caribbean and South East Asia. 
The coverage in 1960 differs slightly from that 
of 1959, 


almost $0.5 billion in 1960 compared with less than $0.3 
billion in 1959. There was also a doubling—to nearly 
$0.2 billion—of raw cotton shipments from the United 
States as well as a large increase in shipments of capital 
goods and most other manufactures. In southern and 
south-eastern Asia, indeed, imports in the first three 
quarters of the year were appreciably higher in all major 
categories and from each of the industrial regions. 


There was a comparable general expansion in imports 
into Oceania, though this was concentrated to a far 
greater extent on manufactures. 


The balance of payments 


In many ways the most notable development in the 
primary exporting countries in 1960 was the upsurge 
of imports examined in the previous section. Though, 
as indicated above, there was a further increase in ex- 
port earnings, it was far outpaced by this increase in 
import expenditure. As a result the merchandise balance 
again deteriorated. As in past years much of the deficit 
was met by long-term borrowing and—on a more selec- 
tive basis—by an inflow of private investment capital. 
In this the major institutions, international as well as 
national, again played an important part. 


But the need for the means of payment tended to out: 
run the resources available from exports and long-term 


capital. The result was an increase in short-term debt. 
A good deal of this was in the form of a further expan- 
sion of commercial credit, but a number of countries 
had recourse to the International Monetary Fund (IMF) 
whose lending activities, after a notable reduction be- 
tween 1958 and 1959, increased again in 1960. 


Apart from these external resources, the primary ex- 
porting countries drew on their own production of gold 
and on their reserves of foreign currencies to finance 
the growing deficit. Gold production increased by be- 
tween 5 and 6 per cent, putting about $935 million at 
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| the disposal of the primary exporting countries, mostly 
in the Union of South Africa. Nevertheless, total official 

i gold and foreign exchange holdings were drawn down 
in the course of the year by about $429 million. 


As the year advanced the strain on the balance of 
payments in a number of countries began to mount. 
In some the slackening in the upward movement of ex- 
port earnings was the major factor, in others an outflow 
of private capital was more significant. In most, how- 
ever, it was the rapid rise in import expenditure that 
exerted the strongest pressure on external accounts. The 
result was a reversal of the trend towards relaxation 
that had set in during the second half of 1959 in the 
wake of improving balances. By the end of the first 
quarter of 1961 there had been a number of devaluations 
(mostly implicit), import controls were being reim- 
posed or made more stringent, exchange restrictions 
were being tightened up, fiscal and monetary restraints 
were being re-introduced in order to curb internal de- 
mand, efforts were being made to postpone the repay- 
ment of old debts and to raise new loans and new in- 
centives were being offered both to encourage exports 
and to attract foreign capital. How to finance the ex- 
ternal deficit was again the question of most immediate 
concern to a majority of the primary exporting coun- 
tries. 


THE WIDENING OF THE PAYMENTS GAP 


The trend in export earnings of the primary export- 
ing countries, vigorously upward throughout 1959, 
levelled off in 1960. Import expenditure, on the other 
hand, having been cut back in 1958, did not resume 
its upward trend until the second half of 1959. There- 
after, imports rose more rapidly than exports and showed 
little sign of levelling off in 1960 (see chart 5-3). Con- 
sequently, having reached its lowest level in the first 
half of 1959, the merchandise trade deficit of the 
primary exporting countries increased steadily during 
the recovery phase of the cycle. By the second half of 
1960 the deficit—exports f.o.b. minus imports c.i.f.— 
was approaching the annual rate of $5 billion. This was 
close to the rate obtaining in the first half of 1958, 
though well below the mid-1957 rate of $6 billion that 
precipitated the payments crisis of 1957/58. 


Between 1959 and 1960 the export earnings of the 
primary exporting countries rose by over $1.6 billion. 
Expenditure on imports—measured c.i.f.—rose by about 
twice that amount, however, so that there was a net in- 
crease in the passive balance of trade from about $2.6 
billion to about $4.3 billion. The increase in the deficit 
derived almost entirely from southern and south-eastern 
Asia and Oceania—in equal proportions—and Africa. In 
each of these regions there was a considerable widen- 

- ing of the trade gap, the great expansion in import ex- 
penditure having been insufficiently supported by an 
increase in export earnings. In the Middle East and 
among the primary exporting countries of Europe, ex- 


Chart 5-3. Primary Exporting Countries: Moving 
Four-quarter Average of Exports and Imports 
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Source: International Monetary Fund, International Financial 
Statistics. 


ports rose more than imports, increasing the surplus in 
the former and reducing the deficit in the latter. In Latin 
America, on the other hand, the expansion in imports 
exceeded that in exports and the passive balance—which 
had been greatly reduced in 1959 was widened slightly 
in 1960. 


The only commodity-based groups among the primary 
exporting countries whose trade gap did not widen be- 
tween 1959 and 1960 were those exporting mainly 
petroleum, sugar and fruit and wine. In the sugar group 
the principal factor was a cutback in imports—in Cuba 
and the Dominican Republic—as a result of which the 
group’s passive balance was reduced to less than 4 per 
cent of its total trade. In the fruit and wine group the 
rise in export receipts was both general and large 
enough to surpass a notable increase in imports. In the 
petroleum group, the rise in the active balance derived 
from a simultaneous expansion in exports and contrac- 
tion in imports; the expansion in export receipts how- 
ever was confined largely to the crude group, where it 
was universal; the secondary petroleum exporters did 
not share in it (see table 5-6). 


Apart from the crude petroleum group the only other 
one with an active balance of trade was that whose prin- 
cipal export is rubber. In contrast to the petroleum 
group, however, the rubber exporters registered a 
sizable reduction in their over-all trade surplus: in the 
wake of the remarkable rise in incomes they had en- 
joyed in 1959 came a 21 per cent increase in imports 
in 1960. In absolute terms this was double the amount 
by which export receipts increased. 
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Table 5-6. Changes in the Balance of Trade of Selected Groups of Countries 


eee 


Change between 1959 and 1960 
(millions of dollars) 


Balance of trade 


as percentage 


Numb: countries in which, in comparison with 1959, 
Cee the balance of trade in 1960 


Country groups" __t is of total trade Moved , Moved : 
exporting sradirdy We alance Was from Was Was from as 
abe TOG" fiends 1959 «1960 «= mare pane to lms ees alee ar 
Retroleumenudemmee art na: 412 —268 680 DEH 34. 5 — a : i : 
Rubbertermese ee ect cee 139 278 —139 16 10 2 es ‘ ee : - 
SUPA yeaah eae mention creer 3 —107 110 —8 —4 a ; : = ; 
Metals and ores.............-- 198 344 —146 —4, —6 3 Dy : Z ° 
GOCOa eee ee ae —3 48 —51 —1 —7 
3° —7 _ — —- if Dy — l 
| aS Garver —9] —124 33 7 i 
neg hora ; 4 ere en ees 19 206 —187 —3 —7 — 1 4, — : ; 
RiGee ere ca Mr eer 60 89 —29 —6 —7 — _- 1 —- . = 
Meat eerie eet ct Renae Wa 242 15 —7 —10 — _- 1 — z 
Imported e00dsh) Race cae ne i 215 —88 —12 le 
WG Ol Nena ae cee eta som tac 46 1,015 —969 —3 —13 1 — ; 
Ovikewele, enavel Oil, 6a on on on oe ae 45 253 —208 —9 —15 ; 4 
Vevetable hbreg an neon 204. 615 —411 —Ill —16 — — 2 — : 
Gaetan na, eae ers 46 140 —94 -—18 ay — a= ] -- — : 
Liowanis GuaiGl WAG, oop ooeancoone 347 291 56 —35 —30 — ] — 1 _ 3 
Tio baccOme ee weet set evens ae — 34 133. —167 —30 —3 
Total, eighty-seven countries... 1,645 3,370 —1,725 —4, —© 10 5 i3 10 ff 42 


en nn nee EEE TEI EEE SSSSSSSSSSSSSSS EER 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on International Mone- 


tary Fund, International Financial Statistics. 


Among the remaining groups of primary exporting 
countries there was an increase—and generally a sub- 
stantial increase—in the merchandise deficit between 
1959 and 1960. In all cases the cause of the increase 
was the expansion in import expenditure. Only in the 
tobacco and cocoa groups was the effect of the upswing 
in imports enhanced by a reduction in export receipts; 
in all the other groups the widening of the gap took 
place despite a rise in exports. Proportionately, the 
widening was greatest in the case of the cocoa, wool 
and coffee exporting groups, but there was also a large 
increase in the relative deficit of the oil-seed, meat, vege- 
table fibre and metal exporting groups, in the face of 
appreciably higher export earnings. 


The widening trade gap was a fairly general phenom- 
enon. Between 1959 and 1960 the trade balance in 
over two-thirds of the primary exporting countries be- 
came less active or more passive; this was more than 
twice the proportion recorded between 1958 and 1959, 
In 1959 the largest category—44. per cent—comprised 
countries whose trade balance was less passive than in 
the previous year; in 1960 the largest category—48 per 
cent—was of countries whose balance had become more 
passive. Though the proportion of countries with an 
active balance was much the same in 1960 as in 1959 
—between a fourth and a third of all the primary export- 
ing countries—the relative size of the balance was sig- 
nificantly smaller. 


This violent swing in the balance of trade—from an 
improvement of over $2.3 billion between 1958 and 
1959 to a deterioration of about $1.7 billion between 


@ For country composition of groups, see footnotes to table 5-2 


> Hong Kong and Singapore. 


1959 and 1960—was accentuated by changes in income 
payments from foreign-owned assets. The 1958 reces- 
sion had resulted in a marked reduction in profit trans- 
fers in 1959, particularly from mineral and rubber 
companies; by the same token the recovery in demand 
and prices in 1959 was followed by a sizable increase 
in dividend payments in 1960. 


Among the few countries in which the earnings trans- 
mitted by foreign investors did not increase between 
1959 and 1960 were Australia, Colombia and Indo- 
nesia. In Australia the outflow of investment income 
was at a peak—£A 145 million or 13 per cent of import 
expenditure, measured c.i.f.—in the fiscal year ending 
in mid-1960; it declined somewhat in the second half 
of 1960. In Colombia net payments on foreign invest- 
ment, which had dropped back sharply in 1959 from 
a 1958 peak, receded further in 1960. In Indonesia where 
estate production has tended to decline—in the case of 
rubber by about a fifth between 1955/56 and 1959/60 
—the net outflow of investment income was also some- 
what lower in 1960 than in 1959, 


THE MOVEMENT OF CAPITAL 


In the aggregate the flow of long-term capital from 
the industrial to the primary exporting countries does 
not appear to have increased very markedly between 
1959 and 1960. The movement of public funds can- 
tinued at a high rate but there were potent factors mili- 
tating against an increase in the flow of private funds, 
including, in particular, the upsurge in investment op- 
portunities in western Europe and Japan and the con- 
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‘tinued existence of idle capacity in many fields of 
primary commodity production. 


The movement of private capital was also affected by 
the emergence or intensification of political or economic 
uncertainty in a number of important trading countries 
—including the Congo, Cuba, the Union of South Africa 
and Venezuela and on a smaller scale Ecuador, the Fed- 
eration of Rhodesia and Nyasaland, Honduras and 
Kenya. In these countries not only was the amount of 
new foreign investment greatly reduced but there was 
also a flight of capital, domestic as well as foreign- 
owned. The result in most of these cases was a net out- 
flow of private capital. 


This outflow was offset by the movement of private 
capital to other primary exporting countries—most 
notably into Argentina, Australia and Brazil and, on a 
smaller scale, into such countries as Colombia, Greece, 
Israel, the Philippines, Thailand and New Zealand— 
with the result that on balance long-term capital move- 
ments seem to have been sustained more or less at the 


1959 level. 


From the United States the net outflow of private 
long-term capital to the primary exporting countries was 
of the order of $0.7 billion. This was much the same as 
in 1959 in total, though more of it—especially in the 
case of funds moving to Latin America—was in the form 
of subscriptions to new issues and less of it in the form 
of the direct investment of United States corporations 
and other long-term capital movements. Direct private 
investment in the primary exporting countries was less 
than $0.3 billion in 1960, having dropped progressively 
from its 1956-1957 average of over $1.0 billion when 
petroleum investment in Venezuela was at its peak. 
Since there was an appreciable increase in total direct 
private investment between 1959 and 1960, the move- 
ment towards the industrial countries noted in the pre- 
vious interval was evidently still running strongly. 


In contrast to the contraction in direct private invest- 
ment in the primary exporting countries, long-term 
lending by the United States Government continued to 
expand: it was about 6 per cent greater in 1960 than in 
1959, and as repayments were sizable in both years, the 
increase in net advances was somewhat larger than that. 
Of the net amount of $0.6 billion in 1960, substantially 
less—a fifth in 1960 compared with twice that propor- 
tion in 1959—went to Latin America and correspond- 
ingly more to other primary exporting countries. These 
countries—notably India and Pakistan as well as others 
in the Middle East and southern and south-eastern Asia 
—also gained from the supply of surplus commodities in 
exchange for local currencies. The amount involved in 
1960—about $0.4 billion—was considerably greater than 
in the previous year. Though essentially a form of 
short-term liability in the first instance, a large propor- 
tion of the local currency holdings of the United States 
was intended for re-lending within the country in ques- 
tion, thus being converted to longer-term borrowing. 


Substantially larger than public lending was the total 
of public grants: excluding military transfers, these 
amounted to about $1.3 billion in 1960, slightly more 
than in 1959. The largest recipients of United States 
public capital—loan and grant—were, in descending 
order, India, the Republic of Korea, the Republic of 
Viet-Nam, Pakistan, the United Arab Republic and 
Turkey, but sizable amounts also went to other Asian 
and Middle Eastern countries as well as to Argentina, 
Brazil and Morocco. 


Though aggregate figures are not available, it would 
appear that the investment boom in western Europe 
militated against any great increase in the outflow of 
private capital to the primary exporting countries. 
While public capital movements appear to have been 
on a somewhat larger scale than in 1959, the total flow 
was probably not much above the 1959 figure. There 
was a small increase in official capital transfers from the 
United Kingdom to the rest of the sterling area, includ- 
ing a £6 million rise in government grants to the de- 
pendent territories. Net private long-term investment, 
however, dropped further—from £184 million in 1958 
to £154 million in 1959 and £136 million in 1960— 
whereas the income from past investment recovered 
from its 1959 decline. The outflow of private capital 
from France to the primary exporting countries also 
declined. This was not fully offset by public capital, for 
while grants to franc zone countries were somewhat 
greater than in 1959, new lending was on a reduced 
scale. The principal increase appears to have come from 
the Federal Republic of Germany: investments in the 
under-developed countries by the Reconstruction Loan 
Corporation rose from DM 270 to DM 580 million and 
there was also an increase—from DM 240 to DM 280 
million—in reparation payments to Israel. The level of 
multilateral aid through the European Economic Com- 
munity (EEC) was also substantially higher in 1960 
than in 1959: the total amount committed rose from the 
equivalent of $67 million in March 1960 to $126 million 
in March 1961. 


The role of selected institutions 


Over and above the funds flowing to the primary ex- 
porting countries by way of direct private investment or 
government grant or loan arranged bilaterally, access 
to foreign exchange was also obtained through borrow- 
ing from one or other of the international financial in- 
stitutions. Most important among these institutions from 
the point of view of long-term finance was the Inter- 
national Bank for Reconstruction and Development 


(IBRD). 


With the renewal of expansion in many primary ex- 
porting countries in the course of 1959/60, borrowing 
from the IBRD rose sharply between 1959 and 1960: 
new loans—at $473 million—were almost back at the 
record 1958 level. The increase inactivity was facilitated 
by the enlargement of the Bank’s own resources—capital 
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and borrowing powers—but in most lending countries 
the capital market remained tight and loan charges con- 
tinued at the higher rates introduced in 1957. 


Partly as a result of the decline in new commitments 
in 1959, actual disbursements of the IBRD in the pri- 
mary exporting countries were somewhat lower in 1960 
than in 1959: $344 million, or about 15 per cent below 
the 1958 peak. Since repayments were about $28 million 
higher than in 1959, moreover, the net outflow of funds 
from the Bank to the primary exporting countries—at 
$220 million—was about 13 per cent below the 1959 
level. 


As in 1959 the main recipients of new funds in 1960 
were in Africa and southern and south-eastern Asia. Net 
African receipts in 1960 totalled $88 million, somewhat 
less than in 1959. These figures, however, include a 
large switch in the transactions of the Union of South 
Africa with the Bank: from borrowings of $21 million 
in 1959 to repayment of $12 million in 1960. Net draw- 
ings of the rest of Africa amounted to $100 million in 
1960, 40 per cent above the 1959 figure. The largest 
disbursements in Africa in 1960 were in Algeria and the 
Federation of Rhodesia and Nyasaland; sizable amounts 
went to the Congo, Gabon, Nigeria and the Sudan, and 
smaller amounts to a number of other countries. As in 
1959, the principal new loan was for mineral develop- 
ment: in 1959 it was in Algeria and Gabon, in 1960 in 
Mauritania where new iron ore deposits are being 
opened up. 


Net disbursements in southern and south-eastern Asia 
in 1960 totalled $84 million, less than two-thirds of the 
1959 figure. The bulk of the funds went to India, though 
Pakistan and Thailand also drew substantial amounts 
on earlier loans and there were smaller disbursements 
to Burma, the Federation of Malaya and other countries. 
India and Pakistan were the largest new borrowers in 
1960: at the end of the year about $155 million was 
available in undisbursed loans to the former and about 
$136 million to the latter. These two amounts were by 
far the largest of those still to be drawn on: together 
they accounted for almost a fourth of the total credit 
still available to all borrowers from past loans. 


Gross disbursements to Latin America were wide- 
spread: no less than thirteen of the twenty republics 
were in receipt of funds from the Bank in 1960. But only 
in the case of Brazil, Colombia and Ecuador did the 
amounts exceed $10 million and as repayments were 
relatively large, the net outflow of funds to Latin Amer- 
ica was only about $31 million, $3 million below the 
1959 figure. In the Middle East, Iran and the United 
Arab Republic were the principal recipients of Bank 
funds in 1960; on a much smaller scale disbursements 
were also made to Lebanon and Turkey. Repayments 
reduced the net receipts considerably but—at $34 million 
—they were substantially greater than in 1959, As in 
1959, Australia repaid a portion of earlier loans. 


In the primary exporting countries in the aggregate, 
the sum of new loans negotiated in 1960 exceeded the 
amount disbursed in the course of the year by about 
$129 million. As a result, the total of prospective funds 
standing to the credit of borrowers at the beginning of 
1961 was in excess of $1 billion. 


On a much smaller scale were the operations of the 
International Finance Corporation (IFC). Disburse- 
ments on investments made by the IFC in the primary 
exporting countries amounted to about $14 million in 
1960 compared with only $8 million in 1959 and less 
than $6 million in 1958. Most of the enterprises in which 
the Corporation participated in 1960 were in Latin 
America, the largest amounts going to Brazil, Peru and 
Venezuela. Among the commitments of $14 million un- 
disbursed at the end of the year, however, were partici- 
pations in industries in other regions, including India, 
Iran and Tanganyika. 


Among the major national institutions, the Export- 
Import Bank of Washington was a much less important 
source of funds in 1960 than in 1959. This reflects a 
marked slowing down in the number and size of loans 
negotiated in the fiscal year 1959/60 as well as a 
marked increase in the volume of repayment. The main 
contraction in net disbursements between 1959 and 
1960 was in Latin America: the amount paid out in 
other regions—though relatively small—rose consider- 
ably, from about $25 million to almost $59 million. 
The chief recipients were India and Spain. Net disburse- 
ments in Latin America declined from $156 million in 
1959 to less than $5 million in 1960. Only Argentina 
drew a net amount of much the same order as in 1959: 
$41 million as against more than $58 million. Mexico 
received considerably less, Brazil’s receipts were entirely 
absorbed by repayments and the other main borrowers 
—Chile, Colombia and Peru, whose combined net draw- 
ings had amounted to $88 million in 1959—paid back 
a net sum of $45 million in 1960. 


In contrast to the contraction in net disbursements, 
the amount of new Export-Import Bank lending to pri- 
mary exporting countries in 1960 was more than double 
the 1959 figure. New loans were negotiated with Indo- 
nesia, Iran and the United Arab Republic (Egypt) 
bringing the total made available to the Middle East 
up to $53 million (compared with $17 million in 1959) 
and to southern and south-eastern Asia up to $134 mil- 
lion (compared with a mere $12 million in 1959). 
Similarly, new loans arranged for Latin American 
countries—at about $418 million—far exceeded the $239 
million negotiated in the previous year. Significantly, 
of the total of $727 million committed, over $530 mil- 
lion was arranged in the second half of the year. This 
represents a notable stepping up of operations in re- 
spect of Latin America and, on a smaller scale, Africa 
and the Middle East and it reflects both the increase 
in pressure on the balance of payments of a number of 
countries and a marked easing in the lending policy of 
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the Bank. The latter was most noticeable in the case 
of Latin America where the problem of current account 
imbalances was accentuated by the heavy 1960/61 
schedule for repayment of earlier loans. The Bank 
helped to meet the situation not only by negotiating new 


loans but also by re-phasing repayments, most notably 
for Brazil. 


Of rapidly increasing importance as a source of 
United States credit has been the Development Loan 
Fund (DLF). Though the loans arranged for primary 
exporting countries totalled somewhat less in 1959/60 
than in the previous fiscal year, there was—as in the 
case of the Export-Import Bank—a marked acceleration 
in the second half of 1960: the amount negotiated in 
this period was not far short of the total for the whole 
of 1959/60. While lagging far behind the amount nego- 
tiated, disbursements rose more steadily—from less than 
$66 million in 1958/59 to almost $203 million in 
1959/60 and an annual rate of $243 million in the 
second half of 1960. By the end of 1960, after three 
years of operation the Fund had allocated about $1.84. 
billion; of this about $1.37 billion had been obligaied 
but less than $0.4 billion actually disbursed. 


Well over half of the amount disbursed by the DLF 
in 1959/60 was in southern and south-eastern Asia, 
much of it in India where the Fund has been an im- 
portant vehicle for the United States contribution to 
the external support of the development programme. 
Smaller sums were paid out in the Middle East (about 
$38 million, including Greece), Latin America ($25 
million) and Africa ($8 million). Concentration on 
southern and south-eastern Asia was even greater in the 
second half of 1960—$82 million of the total of about 
$108 million disbursed in primary exporting countries. 
New lending to the other regions was stepped up 
sharply: $172 million was committed in the Middle 
East, $72 million in Latin America and $44 million in 
Africa. But the actual release of funds in these regions 
remained relatively small—about $16 million in the 
Middle East, $5 million in Latin America and rather less 
than that in Africa. 


THE INCREASE IN SHORT-TERM DEBT 


A large proportion of international trade is financed 
by relatively short-term commercial credit, and in a 
number of primary exporting countries changes in the 
flow of imports in 1960 were reflected in changes in 
the volume of outstanding foreign liabilities accumu- 
lated in the banking system. Thus a decline in such 
liabilities—as reported in Ceylon, Cuba, the Dominican 
Republic and Venezuela, for example—was associated, 
with a reduction in imports. More commonly, however, 
with the wide-spread expansion of imports there was a 
rise in foreign liabilities. In a number of countries— 
including Haiti, the Philippines, the Republic of Korea, 
the Republic of Viet-Nam, South Africa and the Sudan 


—foreign liabilities followed the course of imports 


downwards in 1959 and upwards in 1960. In others— 
the Federation of Malaya and Ghana, for example—these 
movements were upward in both years. Larger imports 
in 1960 were also reflected in increased short-term debt 
in such countries as Brazil, Chile, Ecuador, E] Salvador, 
Iraq and the United Arab Republic. 


One of the instruments through which the volume of 
short-term borrowing has been expanded is the system 
of export credit guarantee insurance. The extension of 
this system continued in 1960: more countries set up 
machinery to assist exporters in this way, in several 
countries the nature and number of insurable risks were 
enlarged and there was a tendency to lengthen the 
period for which credit would be granted, especially 
to importers of the heavier capital goods. 


In the United States the Export-Import Bank intro- 
duced—in May 1960—a scheme for insuring exporters 
against non-payment brought about by political devel- 
opments. This provided 180-day cover and was the 
Bank’s first essay in short-term guarantees: by the end 
of 1960 about $120 million of United States exports 
had been insured in this way. In April 1961 the Bank 
enlarged its operations further by extending its facili- 
ties to government-owned petroleum companies, which 
had not previously been eligible. 


A counterpart to the increase in foreign liabilities in 
many of the primary exporting countries in 1960 was 
the growth in short-term capital movements from most 
of the industrial countries. From the United States to 
the primary exporting countries, for example, there was 
an increase from less than $0.2 billion to over $0.6 
billion in the outflow of private short-term funds and an 
increase from less than $0.3 billion‘to nearly $0.5 bil- 
lion in the outflow of government short-term funds. 
Much of the latter reflects the expansion in sales of 
surplus wheat and rice for local currency, as well as 
an increase in loans—particularly through the DLF— 
repayable in local currency. In addition to the rapid 
rise in short-term credits in 1960 there was a rapid 
decline in short-term debits: in 1959 the primary ex- 
porting countries’ short-term claims on the United 
States increased by about $0.7 billion, in 1960 they in- 
creased by only $04 billion. 


In some primary exporting countries short-term lia- 
bilities were reduced by a process of consolidation and 
deferment which converted them, by agreement with 
creditor countries, into longer-term loans. To some ex- 
tent this has occurred in the case of the local currency 
claims accruing to the United States from its surplus 
disposal programme, though in recent years such cur- 
rency has been acquired much more rapidly than it has 
been re-lent. In 1959/60 Brazil, China (Taiwan), 
India, Israel, Pakistan, the Republic of Korea and Spain 
were among the countries receiving food or cash loans 
in return for local currency, and commodity sales alone 


_yielded the equivalent of over $400 million in the cur- 


rencies of the recipient countries. In the case of India, 
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agreement was reached in 1960 on the disposition of 
the Rs. 4,600 million ($966 million equivalent) counter- 
part fund that had been built up as a result of Public 
Law 480 shipments in the period 1956-1959: Rs. 2,420 
million to be lent to the Government, Rs. 1,000 million 
to be given to the Government as a grant, Rs. 730 mil- 
lion to be used for local expenditure by the United 
States, and Rs. 450 million to be reserved for loans to 
business enterprises in India, both Indian and United 
States-owned. 


Notwithstanding the deferment of short-term debt and 
other adjustments to the capital account in a number 
of primary exporting countries, problems of financing 
the current account remained. With imports continuing 
to rise, and export prices beginning to fall again, pres- 
sure on reserves tended to mount as the year advanced. 
The result was recourse to the IMF by a number of 
countries. In the first half of the year stand-by arrange- 
ments were sought by Guatemala, Honduras and Vene- 
zuela; in the final quarter of the year, Argentina, 
Colombia, El Salvador, Haiti, Iran, Nicaragua and Para- 
guay joined the list of such countries. The amount of 
credit available in terms of stand-by agreements stood 
at $356 million at the end of 1960, compared with $183 
million a year earlier. 


In the course of the year twelve primary exporting 
countries drew on the Fund’s resources—the same num- 
ber as in each of the previous two years, but the amount 
borrowed ($273 million) was substantially greater than 
in 1959 ($180 million) or 1958 ($184 million). The 
largest drawings in 1960 were by Argentina ($70 mil- 
lion), the United Arab Republic ($49.8 million), Brazil 
($47.7 million) and Iran ($45 million); smaller 
amounts were drawn by Bolivia, the Dominican Repub- 
lic, El Salvador, Honduras and Paraguay. The only 
operations outside Latin America and the Middle East 
were drawings of $12.5 million by Pakistan and the 
Union of South Africa and a smaller amount by the 
Philippines. In southern and south-eastern Asia, Burma, 
India and Indonesia all made repayments and the net 
return of funds from the region amounted to almost $80 
million. Though several other countries made repay- 
ments on previous loans—among them Chile, Colombia, 
Haiti, the Sudan and Turkey—the other regions all in- 
creased their net drawings and for the primary export- 
ing countries as a group the net accommodation afforded 
by the Fund—at $98 million—approached the level of 
the recession year 1958. This provides a sharp contrast 
with the low level of net drawings in 1959: repayments 
of $107 million by other primary exporting countries 
had almost offset the amounts drawn by Argentina 
and Spain in conjunction with their stabilization pro- 
grammes. 


The higher rate of drawing continued into the new 
year. In the first quarter of 1961 Chile, Colombia and 
the Union of South Africa borrowed sizable amounts 
and new stand-by arrangements were entered into with 


Peru and Turkey as well as Chile. And in April, Aus- 
tralia called on the Fund—for the first time since 1952— 
drawing $175 million and arranging a stand-by credit 
of $100 million to meet possible needs in the following 
twelve months. 


STRAINS ON RESERVES 


The combined effect of the almost universal upsurge 
in expenditure on imports by the primary exporting 
countries, the increase in profits earned and transmitted 
by foreign investors from some of these countries and 
the flight of capital from these and others was consider- 
able pressure on the over-all external balance. And not- 
withstanding the support provided by a continuing net 
inflow of private capital, an appreciable increase in 
movements of public capital, both loan and grant, and 
an even more substantial expansion in short-term credits, 
commercial and official, the primary exporting countries 
had to draw on their reserves to finance the payments 
deficit. The decline of 1957 and 1958, which had been 


reversed in 1959, was thus resumed in 1960. 


The largest losses in reserves in 1960 were registered 
in Oceania, Africa and Latin America; there was a 
small decline in the Middle East (excluding Kuwait and 
Saudi Arabia, where they probably rose) while in 
southern and south-eastern Asia and, even more, in the 
primary exporting countries of Europe reserves were 
augmented again (see table 5-7). The rise in reserves 
in this European group was largely the result of de- 
velopments in Spain where the stabilization programme, 
with its accompanying devaluation and external bor- 
rowing, was associated with major improvement in the 
balance of trade. In southern and south-eastern Asia, on 
the other hand, the increase in reserves was more a re- 
flection of capital movements: there was a rise in long- 
term borrowing and a considerable increase in other 
forms of credit which helped to finance the expansion 
in imports and the resultant worsening of the merchan- 
dise balance. 


Oceania also enjoyed a further influx of long-term 
capital and a major increase in short-term credit con- 
nected with a similar upsurge in imports. But the bulk 
of the deterioration in the balance of trade was financed 
from domestic reserves: these were drawn down to the 
low level they had reached after the 1955 import boom. 


In Africa, excluding the Portuguese and former 
French territories, about three-fourths of the large in- 
crease in the trade deficit between 1959 and 1960 was 
paid for from reserves, the remaining fourth by an in- 
crease in the net inflow of capital. The bulk of the 1960 
trade deficit was accounted for by South Africa where, 
along with a massive outflow of capital, it absorbed not 
only $748 million of newly mined gold but also $184 
million of official foreign exchange reserves. : 


In Latin America as in Africa, the outflow of capital 
was fully offset: in contrast to the situation in 1959, 


CHAPTER 5. RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES 


185 


Table 5-7, Primary Exporting Countries: Regional Changes in Trade Balances and Reserves 
(Millions of dollars) 
ee Balance of trade* Change in official reserves Net movements in other items 
1958 1959 1960 1958 1959 1960 1958 1959 1960 
Eatin America.......... —890 = INN = uM \ 695 205 ; + 
Snes hens , | 44 695 —205 -115 195 —90 

Excluding Venezuela... . . BO romans = 1.612 —907 —1,361 —310 147 40 1,302 1,054 1 401 

Excluding Venezuela and Cuba....., —1,487 —842 -1,441 -236 263 161 125] 1108 ~~ 1602 

| eee ic eee —808 152 565 118 «27-300 926179265 

Excluding South Africa........... — 220 124 —109 106 —84 —116 326 —208 =] 

Excluding South Africa and Congo. . — 264 —57 — 308 96 590 4 —92 360 107 216 

Outer Europes. aCe Ce ee —1,099 —1,069 O21 8 238 Bio 1,107 1,307 1,294 

Bechuding Spain. 0.5.6... 60255: —713 at i —925 48 86 1 761 861 926 

Middle HCE dae i ee sate: —541 — OY 34 25 =05 347 566 504 

‘Southern and south-eastern Asia... .. —1,824 —1,197 —1,947 — 24] 44] 124 1,583 1,638 2,071 

jMeeamia......... et ee =o) 20 = (30 = ge OR 456 358 156 274 

Total, above PPRIODS sc shg 505 5s — 9,664 —3,054 —4,866 — 948 702 —429 4,716 3,756 4,437 

Excluding Oleaanin wae a0. Jerk. © —5,134 —3,074 —4,136 —776 526 2 4,358 3,600 4,163 
Excluding Oceania, Europe and 

South PUTER Heian chins: SU alle!) 2,759 —796 kth Koy 2,651 1,906 2,997 
Excluding Oceania, Europe, South 

Africa, Venezuela and Cuba... —4,044 —2,556 —4,056 ool 645 114 3,707 3,201 4,170 


0 a rc a ac a a a arse ee a ar lit tes i I A 


Source: International Monetary Fund, /nternational Financial 
‘Statistics. 

® Exports f.o.b. minus imports c.i.f. 

> Excluding Algeria, former French Equatorial Africa, former 
‘French West Africa and Portuguese and Spanish territories; 
changes in official reserves of United Kingdom dependencies 


tthe decline in reserves in 1960 was smaller than the 
over-all trade deficit. This over-all change was com- 
pounded of opposite movements, however: in Vene- 
zuela a large improvement in the balance of trade was 
accompanied by a large outflow of capital, while in the 
wrest of the region a corresponding worsening in the trade 
account was more than offset by the inflow of capital. 
1Outside Cuba and Venezuela, indeed, there was an ap- 
reciable increase in official reserves, notwithstanding a 
trade deficit almost as large as that incurred in 1958. 


In the aggregate, less than 10 per cent of the trade 
deficit of the primary exporting countries was financed 
from official reserves; for the under-developed group 
of countries the proportion was only 6 per cent. These 
aggregates, however, tend to conceal the nature and 
magnitude of the change between 1959 and 1960: they 
weflect the net result of a number of unusually large 
transactions, particularly on capital account. Among 
-hese was not only the outflow of funds from such coun- 
ties as the Congo, Cuba, the Dominican Republic, the 
Union of South Africa and Venezuela, referred to above, 
jut also a major inflow of funds into such countries as 
Argentina, India and Pakistan. 


A comparison of end-of-year figures also tends to 
ride the severity of the drain on reserves in the second 
aalf of the year when the rapid expansion in imports 
sontinued in the face of declining export prices. After 
a gain of over $300 million in the first half of 1960, 
official reserves were drawn down by about $840 million 
—or almost 5 per cent—in the second half of the year. 


In 1959 almost two-thirds of the primary exporting 
“ountries had added to their reserves; in 1960 about 


($25 million in 1958, $9 million in 1959 and —$93 million in 
1960) have been allocated to Africa. 


© Greece, Ireland, Portugal and Spain. 


d eee Iran, Iraq, Israel, Jordan, Lebanon, Sudan, Turkey 
and the United Arab Republic. 


60 per cent of the primary exporting countries had to 
finance a balance of payments deficit by drawing down 
their reserves. Nor was the reduction a small one: 40 
per cent of the primary exporting countries lost more 
than 10 per cent of their reserves and one-fourth lost 
more than 20 per cent, well over double the proportion 
of countries in these categories in 1959. At the other 
end of the scale, the proportion of countries increasing 
their reserves by more than 20 per cent dropped from 
a third to an eighth. In total, reserves were increased 
by about 4 per cent in the course of 1959 and reduced 
by about 3 per cent in 1960. 


By the beginning of 1961 the over-all ratio of reserves 
to import expenditure at current annual rates had 
dropped well below a half, to a post-war low. In view 
of the large and continuing increase in the accumulated 
debt of the primary exporting countries and the grow- 
ing burden of servicing and repaying it, international 
liquidity had again become a pressing problem, posing 
a serious threat to economic development programmes 
in a number of countries. 


ADJUSTMENTS IN TRADE AND PAYMENTS POLICIES 


In general the principal cause for the rise in short- 
term liabilities, the running down of foreign exchange 
reserves and the re-emergence—towards the end of 1960 
—of balance of payments strains was the expansion in 
imports. This expansion was largely the result of events 
and decisions of 1959: the reversal of the 1958 down- 
swing in primary commodity prices and the holding 
back of imports had, by the end of 1959, restored ex- 
ternal equilibrium and replenished reserves to the 
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degree thought necessary, in many countries, to warrant 
some relaxation of restraint on domestic demand, par- 
ticularly for investment, and on import expenditure. 
Where imports were still under quantitative control, 
there was a general tendency for quotas and currency 
allocations to be on a more liberal scale in 1960 than 
in the previous two years. In other countries—particu- 
larly those exporting rubber or tin or, to a less extent, 
wool or copper—the rise in prices and earnings in 1959 
was sufficient to ensure that, in the absence of controls, 
imports would expand in 1960, 


Import expenditures rose between 1959 and 1960 in 
almost 80 per cent of the primary exporting countries. 
And in 80 per cent of these countries the rise in imports 
contributed entirely (45 per cent), largely (25 per 
cent) or partly (10 per cent) to a deterioration in the 
balance of trade (see table 5-8). 


Not all the countries in which the trade balance 
deteriorated—because expenditure on imports rose to a 
greater extent than income from exports—had to draw 
upon their reserves. Half of them, indeed, entered 1961 
with larger holdings of foreign exchange than they had 
had at the beginning of 1960. In many cases this reflects 
the results of borrowing, though in several countries 
donations and other receipts also helped to finance the 
additional imports. There was an increased flow of 
private capital into Argentina, China (Taiwan), Jordan, 
Pakistan and the Philippines, and these countries, as 
well as Israel, Morocco, the Republic of Korea and the 
Republic of Viet-Nam, also received more in the way 
of grants and other invisibles than in 1959. Lebanon’s 
invisible earnings rose also. Notwithstanding the rise in 
reserves, measures to restrain imports became common 
in this group as 1960 advanced, especially in those coun- 
tries in which the expansion in foreign exchange hold- 
ings was largely the result of additional borrowing. 


Pakistan and the Philippines were among the coun- 
tries deliberately increasing imports, at least at one 
stage in the year. In Pakistan import quotas in the 
second half of 1960 were the most generous since the 
institution of control in 1952: raw materials for local 
industry were particularly favoured but there was a 
large increase in allocations for consumer goods, too, 
intended to be disinflationary. In the Philippines the 
special import tax on United States goods was reduced 
early in the year and in May a general relaxation of 
credit was accompanied by a substantial reduction in 
advance deposit requirements for importers. At the 
same time a devaluation of the peso buying rate was 
designed to stimulate exports. The upsurge in imports 
was checked to some extent towards the end of the year, 
however, when, as part of a decontrol programme, the 
proportion of imports granted quotas at the low official 
rate was greatly reduced. With foreign exchange hold- 
ings declining steadily from a September peak, the 
proportion of imports eligible for the preferred rate was 
again reduced in March 1961. 


Adjustments of the effective exchange rate were also 
used by other countries in this group, both to stimulate 
exports and to curb imports. The Republic of Korea 
devalued the hwan in February 1960 and again, more 
sharply, in January 1961. Efforts to encourage exports 
also took other forms: in April restrictions on trade 
with Japan were relaxed, in July an exchange retention 
scheme, medium-term credit facilities and selective sub- 
sidies were all offered as export incentives. A more 
liberal investment law was enacted early in 1960 in order 
to attract foreign capital. In China (Taiwan) there was 
also an increased inflow of capital following the promul- 
gation of a more favourable foreign investment law in 
1959 and the granting of further concessions to inves- 
tors in September 1960. However, largely as a result of 
a poor 1959/60 rice harvest, exports lagged until late 
in the year when a better 1960/61 crop provided sup- 
plies for a recovery; in the meantime imports were 
discouraged to some extent by a 10 per cent devaluation 
of one of the selling rates of the NT dollar in July. In 
Israel a 20 per cent premium was offered on foreign 
currency brought in by immigrants and tourists and in 
the course of the year there were several substantial in- 
creases in duties on imports. The Republic of Viet-Nam 
also used duties along with a “stabilization surtax” to 
keep imports in check as well as to increase the protec- 
tion of local industries. 


Argentina and Uruguay had devalued and simplified 
their exchange structures in 1959, Though in both coun- 
tries the free market rate fluctuated only within rela- 
tively narrow limits during 1960, adjustments were 
made to the effective rate from time to time by altering 
the rate of tax on major exports and the category and 
rate of surcharge on imports. One such adjustment in 
Uruguay was a reduction of the retention tax on wool, 
late in the year: this boosted shipments which had been 
lagging since the opening of the 1960/61 season with 
lower world prices. Even with these adjustments import 
expenditure increased to a much greater extent than 
export earnings in both countries. The fact that reserves 
continued to rise reflects the results of incoming capital ; 
it also hides the rise in short-term and medium-term 
obligations. This rise and the impending maturity of 
debts incurred earlier forced both countries to seek new 
credits towards the end of the year. Argentina arranged 
with the IMF to defer repayment of its 1958 borrowing 
of $42.5 million to March 1963 and to have repayment 
of its 1959 borrowing of $100 million stretched out over 
five years. This, along with accommodation arranged 
with other creditors, including the “Paris Club” of 
European exporters, served to reduce the 1961 repay- 
ment burden from $375 million—more than half of 
end-1960 reserves and a third of 1960 export earnings 
—to about $75 million. Uruguay negotiated an increase 
in its line of credit from United States banks, from $28 
million to $52 million. It also arranged a stand-by 
credit of $30 million with the IMF but was not able 
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immediately to comply with the financial conditions 
governing eligibility. 

Among the remaining countries in which the expan- 
sion in imports was entirely responsible for a deteriora- 
tion in the balance of trade, capital inflow and net 
receipts from sources other than trade were not sufhicient 
to prevent a reduction in reserves. In this group, indeed, 
were several countries from which there was a capital 
outflow. 


Most notable among them was South Africa where— 
the merchandise deficit being covered by gold produc- 
tion—the loss of reserves in 1960 was wholly accounted 
for by an outward movement of private capital, much 
of which took the form of the purchase of foreign- 
owned shares in local concerns. In August interest rates 
were raised to narrow the gap between local and Euro- 
pean rates; the administration of exchange control on 
resident’s capital movements was tightened; in Novem- 
ber it was decided to reduce quite drastically—at least 
in respect of other than capital goods—import quotas to 
be allocated in 1961; a small credit was negotiated with 
the IMF late in 1960 and a larger one ($25 million) 
early in 1961. 


Similarly, though on a much smaller scale, capital 
flight from Kenya was a factor in reducing the external 
reserves of the British East African territories, though 
in this case the rise in imports and the decline in 
robusta coffee prices and earnings played the major 
role. In Ecuador the merchandise balance remained 
active though imports expanded to a somewhat greater 
extent than exports. Banana shipments contributed most 
to the rise in receipts but some encouragement was given 
to minor items by an increase in the proportion eligible 
for conversion at the free rate of exchange, which 
averaged about a sixth above the official buying rate 
during the year. Fears of inflation in the wake of de- 
clining prices for cocoa and coffee exports and rising 
investment expenditures in the public sector seem to 
have contributed in some measure not only to the ex- 
pansion in imports but also to the outflow of capital. A 
more significant stimulant of imports, however, was a 
reduction, in April, from 50 per cent to 25 per cent, in 
the prior deposits required for a number of items. 


Private capital also registered a small net outflow 
from India; its effect, however, was far outweighed by 
increased donations. With reserves falling steeply in 
the first three quarters of the year and with a growing 
appreciation of the foreign exchange gap in the fi- 
nancing of the third development plan due to start in 
1961, increasing efforts were made to improve the bal- 
ance of trade. August saw the abolition of export controls 
on about seventy items, while import allocations for the 
six months beginning in October were severely cut. Allo- 
cations for the following period, in 1961, were reduced 
still further. To attract more foreign private capital the 
1961/62 budget—while providing for a sizable increase 
in total tax revenue—reduced the rates of tax applicable 


to certain income accruing to foreign-owned companies 
and to foreign technicians. At the same time a consor- 
tium representing the IBRD, the Federal Republic of 
Germany, the United Kingdom and the United States 
began marshalling the credit necessary to finance a pros- 
pective external deficit of $6.5 billion over the next five 
years. The Soviet Union, having provided the equivalent 
of $378 million in 1960, offered a new credit of about 
$126 million for industrial projects to be financed 
largely in 1961. Contributions of $80 million by Japan 
and $56 million by Canada raised the amount available 
from the IBRD consortium to $2.23 billion for the next 
two fiscal years and to at least $3.5 billion over the five 
years of the plan. 


The rise in imports into Iraq and New Zealand re- 
flects, in part, the relaxation of import controls imposed 
in 1959. Developments in 1960 prevented this process 
from being extended, however, and later in the year it 
was the decline in reserves that dominated policy. In 
Iraq the external balance was affected by the weakness 
of petroleum prices and by the poor domestic harvest 
which made it necessary, in the third quarter, to prohibit 
the export of barley and arrange for additional imports 
of wheat. Trade agreements negotiated towards the end 
of the year offered dates and cement in exchange for 
selected imports. In New Zealand a precipitous decline 
in reserves in the second half of the year—as imports 
continued to rise, in the face of falling export prices— 
induced a tightening of domestic credit policy, an 
increase in import duties and an effort to raise external 
loans. 


Cencern about external balance influenced the policies 
pursued by most of the other countries in this group. 
In Mexico, though the decline in foreign reserves was 
reversed in the last quarter of the year, the relationship 
between dollar assets and dollar liabilities was far less 
favourable at the beginning of 1961 than it had been 
at the beginning of 1960. The Government was given 
authority to adjust tariffc and establish import controls 
in order to protect industry and minimize the inhibiting 
effect of the payments position on internal industrial 
development. In Cambodia laws relating to foreign in- 
vestment were liberalized in an effort to attract new 
capital. In Ghana, in the face of lower export prices, 
discrimination against dollar and Japanese goods was 
ended in a move to reduce import prices. In Nigeria 
funds were borrowed from the United Kingdom under 
the new system of “Exchequer loans” and there was a 
general increase in tariffs, partly for revenue purposes, 
partly to protect new industries and partly to slow down 


the rate of increase in imports in the light of the lower 
cocoa prices. 


Most of the countries in the group experiencing both 
an expansion in imports and a contraction in exports 
(see table 5-8) registered a decline in foreign exchange 
holdings. These were generally countries in which in- 
flationary pressures had been—and in some cases still 
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were—particularly strong and in which efforts to correct 
the external imbalance were complicated by the lack 
of internal balance. At the one extreme of this group 
were some of the Latin American countries—notably 
Brazil, Chile, Colombia and Paraguay—while at the 
other end were the United Arab Republic (Syria), 
Tunisia, Burma and Australia. 


In Brazil, 1960 opened with an effort to encourage 
secondary exports by allowing their proceeds to be con- 
verted at the free market rate—about 200 cruzeiros per 
dollar—of which 130 cruzeiros was in cash, the re- 
mainder in the form of a negotiable bill on the central 
bank. The import rate for fuel, wheat and equipment 
was held at 100 cruzeiros, though the auction rate for 
other imports was bid up steadily—by a weighted aver- 
age of 32 per cent in the course of the year. With imports 
rising and export receipts tending to lag, the free rate 
of exchange depreciated in the second half of the year. 
To compensate for rising costs, the export rate for coffee 
and cocoa was raised from 76 to 90 cruzeiros per dollar. 
In 1958 and 1959 the effect of the growing imbalance 
on the country’s foreign exchange holdings had been 
masked by a sizable inflow of private capital and further 
official borrowing which together had financed more 
than a third of total imports. In 1960, however, the 
imbalance was greater and the inflow of capital smaller. 
By the end of the year delivery of foreign exchange 
bought at auction was having to be deferred. As in the 
ease of Argentina, the crisis was precipitated by the 
heavy 1961 schedule for repayment of external debt: 
against earnings of less than $1.3 billion in 1960, re- 
serves of about $440 million and a passive balance of 
trade, debts of over $1 billion were falling due in 1961. 
The situation was met in part in March 1961 by a further 
devaluation, the most significant aspect of which was the 
abandonment of the auction system for importers’ ex- 
change requirements in favour of the free market and 
a change in the preferential rate for essential imports 
from 100 to 200 cruzeiros per dollar. At the same time 
negotiations began for the consolidation and stretching 
out of the various segments of the country’s debt—to the 
IMF, to the United States Government, and to com- 
mercial creditors in the United States, Europe and Japan 
—and for new credits to restore the inflow of capital 
to at least its 1959 level. A third element in the pro- 
gramme was the opening up of new markets, if neces- 
sary by means of bilateral agreements such as those with 
the Soviet Union in 1959, with Czechoslovakia and 
Poland in 1960 and with Yugoslavia in April 1961. 


Colombia, like Brazil, had a passive balance of trade 
in 1960 and a smaller inflow of private capital. Never- 
theless the decline in reserves was not much greater than 
the amount by which commercial indebtedness was 
reduced. In an effort to preserve the external balance, 
the domestic restraints of the 1959 stabilization pro- 
gramme were continued and the export peso was de- 
valued by about 6 per cent in May. Exports were also 
expanded by means of coffee and cotton barter agree- 
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ments with the Federal Republic of Germany, Japan, 
the Soviet Union and the United Kingdom. Coffee sales 
were stimulated late in the year by a reduction in export 
tax. A contribution to export earnings was also made 
by beef, shipments of which were no longer prohibited. 
With imports rising to a record level in 1960, however, 
reserves declined steadily throughout the year. A new 
stand-by agreement was entered into with the IMF in 
November, and early in 1961 $25 million was drawn in 
support of the balance of payments. 


Chile also drew on its IMF stand-by credit early in 
1961, after a year in which reserves had fallen rapidly, 
in the wake of a record rate of importation. The expan- 
sion in imports was an element in the domestic stabiliza- 
tion programme: it was induced by a relaxation of quan- 
titative control, a reduction in the prior deposits required 
from importers and a further movement towards control 
by tariff. 

In Australia internal demand pressures were rela- 
tively much milder than in the Latin American countries 
in this group, and disinflationary policies were followed, 
at least in the second half of the year. None the less, 
in combination with a general relaxation of import con- 
trol in February 1960, they helped to induce a tre- 
mendous upsurge in imports. Though tax and other 
incentives were offered to exporters, the steady decline 
in export prices was sufficient to prevent earnings from 
increasing. Despite a further large inflow of capital, the 
result was a dramatic running down of reserves that had 
been accumulated in 1959. The drain continued into 
1961 and, adhering to its more liberal trade policy, 
the Government had recourse to the IMF while further 
tightening domestic credit conditions. 


In the United Arab Republic (Syria) the expansion 
in imports in 1960 from the relatively low level of 1959 
was financed in part by arrangements under Public Law 
480 of the United States. Since, in the wake of another 
poor harvest, however, export earnings receded further, 
to the lowest level since 1950, reserves bore a large 
proportion of the strain. The free rate for the pound 
depreciated, despite stricter import controls and _re- 
straints on domestic credit. Exchange holdings were 
boosted by borrowing from the IMF in the last quarter 
of the year, but the external balance remained under 
stress and in February 1961 general exchange controls 
were imposed. 


The rise in imports into Burma came in the wake of 
increased export earnings in 1959; whereas earnings 
fell away in the second half of 1960, however, imports 
rose still further as a result of some selective increases 
in import licences released in mid-year in an effort to 
reverse the upward movement in the cost of living. This 
objective was achieved but only by drawing heavily 
on reserves. The inflow of private capital seems to have 
been somewhat less than in 1959, despite the passage 
in February 1960 of a new investment law designed 
to attract foreign enterprises. Receipts of aid, however, 
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were somewhat greater than in 1959, partly as a result 
of a decision, taken in April, to accept grants from the 
United States. The decline in exports in the second half 
of the year reflects movements in rice sales: shipments 
of other commodities, encouraged by an exchange re- 
tention scheme inaugurated earlier in the year, were 
generally well maintained. 


In Tunisia, in the face of a poor olive crop and a 
60 per cent drop in olive oil shipments, imports rose 
vigorously from the low 1959 level, reflecting a marked 
increase in investment both in light industries in the 
private sector and under the Government’s expanding 
“equipment budget”. The increase in the trade deficit 
was more or less covered by a comparable increase in 
donations and official capital receipts: although French 
military disbursements were further reduced as local 
establishments were scaled down, there was a more than 
compensating rise in funds from the United States. As 
a result, reserves—which had been greatly strengthened 
by the import restraints in 1959—were drawn down only 
marginally. 


Among the few primary exporting countries whose 
reserves were higher at the end of 1960 than at the 
beginning, despite an expansion in imports and a con- 
traction in exports, Indonesia and the Sudan derived 
part of ‘the increase from an active balance of trade, 
Honduras reinforced its exchange holding by borrowing 
from the IMF, and Greece had a larger inflow of public 
capital and non-trade income. 


Indonesian reserves rose rapidly after the devalua- 
tion of August 1959 and under the influence of high 
rubber prices. After reaching a peak in March 1960— 
the highest since that of the Korean boom—they were 
drawn down slowly during 1960 as imports increased 
and export receipts turned downwards. A reorganiza- 
tion of the exchange control system early in the year 
gave export and import-saving industries the highest 
claim to import allocations. Later, in August, however, 
the system was relaxed in respect of certain consumer 
goods, in order to hold down the urban cost of living. 
For the same reason sugar exports were suspended in the 
wake of a smaller domestic crop. Against this, however, 
reserves seem to have gained more from the net move- 
ment of capital in 1960 than in most recent years. 


In the Sudan the strong recovery in exports in 1959 
greatly increased the country’s reserves and made pos- 
sible a general relaxation of economic controls both 
internal and external. Though earnings in 1960 were 
appreciably below the 1959 level, many import duties 
were reduced in the middle of the year and a substantial 
addition was made to the list of items not subject to 
special licence. 


In Greece the deterioration of the merchandise bal- 
ance was more than offset by larger net receipts from 
shipping, transport and tourism. Reserves were also rein- 
forced by a net inflow of public capital appreciably 


higher than the low 1959 figure. The effect of this was 
largely offset, however, by a decline in the amount of 
foreign private capital invested in Greek industries 
under the recently enacted incentive scheme and by the 
purchase of foreign-owned assets in the electricity in- 
dustry. 


There were relatively few countries—about 10 per 
cent of the primary exporting group—in which a reduc- 
tion in export proceeds was exclusively or even partly 
responsible for a worsening of the external balance. 
The weakening of the petroleum market caused the 
reduction in Bahrain and Qatar; the decline in cocoa 
prices was the principal factor in Cameroun. In Mauri- 
tius, sugar production was severely cut by cyclone dam- 
age. In Bolivia tin exports slumped badly and foreign 
exchange holdings, after having been built up by higher 
exports in 1959, were drawn down rapidly, despite an 
increase in the inflow of private capital. There was a 
similar decline in reserves in Nicaragua, following a 
very poor cotton crop and a halving of cotton export 
earnings, though in this case the drain was checked by 
an increase in oversea borrowing as well as a reversal 
in private capital movements. 


In Turkey export receipts were lower in 1960 than 
in 1959 for almost all major items, most seriously for 
tobacco, shipments of which dropped back a further 13 
per cent to the smallest volume since 1952. The lag in 
tobacco sales—most notable in the first quarter of 1960 
—was to some extent the result of the exclusion of tobacco 
from the devaluation of export rates in August 1959; 
in the course of 1960, the tobacco rate was raised from 
its parity of 5.60 liras per dollar, partly in February 
and completely in August when a unified 9.00 rate was 
established. The failure of export earnings to rise in 
1960 necessitated a reversal of import policy: a con- 
siderable liberalization in the first half of the year was 
followed by a sharp cutback in the second half, accom- 
panied by new restraints on domestic demand. Official 
holdings of foreign exchange declined for the third 
successive year, and with foreign liabilities substantially 
higher and a large amount of foreign debt maturing, a 
refinancing operation became necessary. Early in 1961 
a sizable stand-by credit was negotiated with the IMF 
and maturing debts owing to creditors in the Organisa- 
tion for European Economic Co-operation (OEEC) were 
consolidated and extended. 


About a third of the primary exporting countries 
strengthened their merchandise balance between 1959 
and 1960. For almost three-fourths of this group, the 
improvement stemmed from increased export earnings. 
The improvement in the trade balance in these countries, 
however, was not always accompanied by an increase 
in reserves; indeed a majority of them registered a de- 
cline in their foreign exchange holdings. 


A few countries managed to increase their exports 
to a degree that enabled them to finance both an ex- 
pansion in imports and an addition to reserves. In this 
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group were British North Borneo, the Federation of 
Malaya, Sarawak and Thailand all of which substan- 
tially increased their earnings from rubber and tin. 
The group also included Peru, where the coming into 
production of the new Toquepala copper mine added 
very considerably to total exports, as well as Guatemala 
where there was a major recovery in banana exports. 


In Guatemala and Thailand, the inflow of private 
capital also seems to have been greater in 1960 than 
in 1959. This was encouraged in Thailand partly by a 
revision of customs tariffs early in 1960, which lowered 
duties on investment goods and raw materials and raised 
them on consumer manufactures, partly by the exemp- 
tion for various periods of new or expanding or export 
industries from a recent increase in corporate and divi- 
dend taxes and stamp duties and also by a simplification 
and relaxation of exchange controls. Rationalization of 
the tariff in favour of local industry also played a part 
in encouraging investment in Peru, and to a less extent 
in the Federation of Malaya. 


In the Federation of Rhodesia and Nyasaland—as 
in Peru and the Federation of Malaya—there was an 
increase in the trade surplus despite an expansion in 
imports. Nevertheless, reserves were drawn down as the 
result of a net outflow of private capital—enhanced by 
an increase in dividend payments by mining companies, 
following the 1959/60 rise in copper prices. The third 
quarter of 1960 brought some monetary restraints on 
internal demand, but the capital outflow continued 
until, in February 1961, a system of exchange controls 
was introduced to protect the external balance. 


In the United Arab Republic (Egypt) 1960 opened 
with a heavy drain on reserves associated with several 
major non-commercial! payments—chiefly compensation 
to the shareholders of foreign concerns that had been 
nationalized and to the Sudan for the flooding of the 
area upstream from the Aswan Dam. These payments 
accentuated the effect on the balance of payments of 
the relatively low prices for long staple cotton prevailing 
in 1958 and 1959 and the poor rice crop in 1958/59. 
Asa result, exchange holdings reached their lowest level 
in March 1960. With cotton prices recovering somewhat 
in 1960 export earnings rose much faster than imports 
and the trade deficit was halved. Suez Canal earnings 
were about an eighth above the 1959 figure and loans 
from the IBRD, the IMF and the Export-Import Bank 
all helped to raise the level of reserves as the year 
progressed. The payments position was also strength- 
ened by a decline in the proportion of exports moving 
in bilateral accounts. At the end of 1960, however, hold- 
ings of convertible currencies were still a fifth lower 
than a year earlier. As the cotton market recovered, 
the discount quoted on the cotton export pound was 
gradually reduced: from 23 per cent at the beginning 
of the 1959/60 season it had been cut to 6 per cent at 
the beginning of the 1960/61 season. The premium on 
the import pound was reduced more or less in step— 


from 27.5 per cent in September 1959 to 10 per cent 
in July 1960. 


Among the countries whose balance of trade was 
improved not only by expanding exports but also by a 
contraction in imports, Ethiopia, Kuwait and Spain 
registered a rise in reserves, while Ceylon, Costa Rica, 
the Dominican Republic, Iran and Saudi Arabia all 
registered a decline. 


Ethiopia gained chiefly from a large increase in 
coffee shipments, but there was also an inward move- 
ment of private capital, in contrast to the outward move- 
ment in 1959, Spanish reserves continued the rapid 
rise which had commenced after the promulgation of 
a stabilization programme in 1958: in 1959 foreign 
berrowing and import cuts had played the largest role; 
in 1960 the expansion in exports predominated. Re- 
straints on imports were gradually relaxed: in the sec- 
ond half of 1960 import expenditure was almost back 
to the corresponding 1959 level and by April 1961 three- 
fourths of imports were reported to be unrestricted. The 
inward movement of private funds also appears to have 
accelerated, part of it representing a repatriation of 
previous flight capital under an amnesty arrangement 
in force early in 1960. As a result, exchange controls 
were also relaxed during the year. 


The major influence on the external balance of the 
Dominican Republic was a capital flight: despite a $45 
million increase in exports, a $30 million cut in imports 
and a draft of $9 million on the IMF, foreign exchange 
holdings at the end of 1960 were $10 million less than 
at the end of 1959. Reserves were also drawn down 
in Iran, despite a sizable increase in the trade surplus, 
and in Ceylon, despite a sizable reduction in the trade 
deficit. This was the second year of drain on reserves 
in Iran and the fourth year in Ceylon; hence, in both 
countries a primary aim of economic policy in 1960 
was to dampen further the demand for imports. Credit 
restraints were intensified, import duties raised and a 
system of advance deposits introduced. In Ceylon the 
export duty on rubber was lowered as its price fell, 
foreign exchange allowances for travel were cut and 
efforts were made to attract foreign capital into approved 
industries. 


In about a tenth of the primary exporting countries 
trade balances were improved entirely or largely as a 
result of a reduction in imports. In this group, however, 
changes in the trade balance were generally less signifi- 
cant than developments on capital account. It was largely 
as a result of an outflow of capital that reserves were 
drawn down in most of the countries in this group, most 
notably in the Congo, Cuba and Venezuela. 


In the Congo there was a net outflow of capital for 
the third year in succession: as a result official holdings 
of gold and convertible currencies, which had stood at 
$338 million at the end of 1956, had dropped to $221 
million at the end of 1958, $87 million at the end of 
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1959 and an estimated $63 million at the end of 1960, 
despite a further decline in imports. In Cuba the decline 
which had started in 1956 accelerated markedly in the 
wake of political changes: the loss in reserves in suc: 
cessive years was $16 million, $45 million, $74 million, 
$116 million and $121 million. 


In Venezuela changes in reserves, which had been 
due to large transactions in the petroleum sector in 
1957-1959, were influenced more by developments in 
other sectors in 1960. There was a large outflow of 
capital which was slowed down only in the final quarter 
of the year with the institution of exchange control. 
This was accompanied by a measure of selective devalu- 


ation: secondary exports—particularly coffee and cocoa 
—became eligible for a more favourable rate of ex- 
change. In addition, more private transactions were to 
be effected on the free market where, by the end of 
the year, the bolivar had depreciated to 4.28 per dollar, 
compared with the official rates of 3.35 for most im- 
ports, 3.33 for iron ore and 3.09 for petroleum. Under 
the influence of a large active balance of trade and 
control over exchange transactions, reserves recovered 
rapidly after the turn of the year: by the end of March 
official exchange holdings were 7 per cent above the 
corresponding 1960 figure. The stand-by credit of $100 
million negotiated with the IMF in April 1960 had not 


been used. 


Internal balance 


There were wide-spread increases in production in 
the primary exporting countries between 1959 and 1960. 
In total, however, they probably amounted to a slightly 
smaller rate of increase than was recorded between 1958 
and 1959. The principal reason for the slackening in 
the rate of growth was a somewhat poorer out-turn of 
a number of important crops in some major countries, 
as a result of which total agricultural output registered 
a smaller gain than in the previous period. 


In the other sectors, by contrast, gains between 1959 
and 1960 were generally greater than in the preceding 
interval. Furthermore, since the lag in agriculture was 
offset by a sizable increase in imports of foodstuffs, 
the expansion in total available supplies was appreciably 
greater than between 1958 and 1959. 


The rise in imports not only supplemented local 
production of foodstuffs and supported the expansion 
of domestic industry, but it also provided a much larger 
volume of capital goods. This reflects the change in 
policy which occurred in many primary exporting coun- 
tries towards the end of 1959: the restraints on demand 
that were imposed in 1958, having reduced imports 
and relieved the pressure on the balance of payments, 
were generally relaxed and in the course of 1960 there 
was a renewed buildup of import demand, particularly 
for investment goods. 


By the end of the year the strains which, as indicated 
in the previous section, had re-emerged in the area of 
external payments, were also showing signs of reappear- 
ing in the domestic economy in a number of countries. 
Efforts to restrain demand were again in evidence; in 
most instances these were aimed at relieving the external 
balance by reducing the demand for imports but in many 
cases the need for restraint reflects the failure of do- 
mestic production to keep up with the growth of pur- 
chasing power released by the new higher level of 
investment. With reserves falling and the terms of trade 
again moving against the primary exporting countries, 


relief by way of a further increase in imports became 
less feasible and by early in 1961 disinflationary actions 
were being taken in many places. 


EXPANSION IN SUPPLIES 


Domestic production increased between 1959 and 
1960 in most primary exporting countries; in the aggre- 
gate, however, the expansion was probably slightly less 
than in the preceding interval. The proportion of coun- 
tries in which per capita output failed to rise between 
1959 and 1960 was about one-third—somewhat greater 
than between 1958 and 1959. The principal reason for 
the slackening in the rate of growth was the changing 
agricultural situation: 1957/58 was a year of poor 
crops, so that the recovery in 1958/59 yielded a much 
larger increase—relative to the preceding year—than did 


1959/60. 


Thus, although production of the basic food crops 
continued to rise, it was at a much slower pace. Among 
the cereals, increases in the rice crop—of about 4 per 
cent—and, to a less extent, the wheat crop were offset 
in some measure by rather smaller crops of the coarse 
grains. There was a further advance in sugar production 
in the primary exporting countries but it was only a 
slight one, made in the face of cutbacks by some of the 
major exporters, notably in Australia and Latin America. 


Though the expansion in cereal production was fairly 
general, there were significantly smaller crops in Cey- 
lon, China (Taiwan) and India in the case of rice, in 
the Mediterranean countries and the southern hemi- 
sphere exporters in the case of wheat, in Argentina, 
the United Arab Republic (Egypt) and Indonesia in the 
case of maize and in Australia and North Africa in the 
case of barley. These cereal results reflect, in large 
measure, the incidence of poor weather, the consequence 
of which also shows up in the fact that reductions in 
total food output were concentrated largely in Latin 
America and the Mediterranean region, the most notable 
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occurring in Argentina and Spain—from record levels 
‘in 1958/59. Food production also dropped sharply from 
a record level in Australia, while Iraq, Ireland and 
Tunisia experienced their second successive decline and 
in the United Arab Republic (Syria) production 
idropped further from the low level to which it had been 
‘reduced by drought in 1958 and 1959. In southern and 
‘south-eastern Asia the only country’ not enjoying a 
lhigher level of food production in 1959/60 was China 
(Taiwan) where typhoon damage affected both sugar 
-and, less severely, rice output. 


Apart from the basic foodstuffs, the overwhelming 
bulk of which is consumed domestically, most of the 
other agricultural crops—among which export products 
are more prominent—registered a wide-spread increase 
between 1958/59 and 1959/60. The largest over-all 
gains were in respect of coffee (27 per cent), cocoa 
(12 per cent) and tobacco (10 per cent), but there were 
also increases in the output of tree oils, wool and the 
-agaves, though these were generally small in the aggre- 
gate. Against this, however, the out-turn of several of 
the major industrial crops was lower in the primary 
exporting countries in 1959/60. Both India and Pakistan 
reaped poor jute crops and total production was down 
8 per cent. There were significant reductions in the 
output of cotton in India and Central America, not fully 
offset by expansion elsewhere and total production was 
down 5 per cent. A drastic decline in Indonesia was 
largely responsible for the fact that natural rubber 
output in 1960 was 5 per cent below the 1959 level. 


As a result of the relative lag in food production and 
the decline in vegetable fibre and rubber production, 
the over-all increase in agricultural output was very 
small. The proportion of primary exporting countries 


registering a reduction rose from a fourth between 
1958 and 1959 to a third between 1959 and 1960 while 
at the other end of the scale the proportion with increases 
in excess of 10 per cent declined from about 18 per cent 
to about 4 per cent. In consequence the over-all increase 
in agricultural production dropped from about 6 per 
cent to less than one per cent (see table 5-9) 


In contrast to agriculture, mining production in- 
creased to an appreciably greater extent between 1959 
and 1960 than in the preceding interval. Among the 
major minerals only copper registered a smaller gain 


than between 1958 and 1959. 


The most significant increase was in petroleum, pro- 
duction of which rose by 11 per cent in the primary 
exporting countries compared with about one per cent 
in the industrial countries. The expansion was general, 
but there was a marked contrast between the Middle 
East, where the increase was 14 per cent, and Latin 
America, where it was only 5 per cent. And within Latin 
America there was a marked contrast between the coun- 
tries seeking to raise local production in order to reduce 
imports and those whose output moves mainly into 
world markets. With a 44 per cent increase in produc- 
tion, Argentina moved into third place as a regional 
producer, and there was a 26 per cent increase in Brazil. 
In Colombia on the other hand output was only 4 per 
cent higher and in Venezuela less than 4 per cent higher. 
The most dramatic increase—at least in relative terms— 
was again in Africa where many new wells were brought 
into production and total output rose from less than 3 
million to over 10 million tons. 


Partly as a result of the increase in petroleum pro- 
duction and consumption, coal output declined in a 


Table 5-9. Primary Exporting Countries: Indicated Change between 1959 and 1960 
in Total Supplies and Selected Components" 
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ble 5-9. Pri Exporting Countries: : 
fae Pe Sepals and Selected Components* (continued) 


Indicated Change between 1959 and 1960 
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Source: Division of General Economic Research 
and Policies of the United Nations Secretariat; 
Statistical Office of the United Nations, Monthly 
Bulletin of Statistics; Food and Agriculture Organi- 
zation of the United Nations, Monthly Bulletin of 
Agricultural Economics and Statistics (Rome); re- 
ee to the United Nations questionnaire of 

ovember 1960 on economic trends, problems and 
policies; national publications. 

® Based on preliminary official estimates of the 
national accounts or on “‘indicators”’ derived from 
official or semi-official statisties of production, 
trade and transport. Where “‘indicators’’ Were used, 
changes in gross domestic product and its com- 
ponents reflect changes in the output of all the 
items of goods and services for which data were 
obtainable, combined in accordance with weights 
derived from national accounts of recent years. 
Changes in the output of distribution services were 
measured by indicators of trade (foreign and 
domestic) and transport and communications (gaso- 
line consumption, ton-miles of railway freight, 
cargoes handled, postal-telegraph-telephone bud- 
gets). The indicated changes are necessarily tenta- 
tive, being based in some cases on less than a full 
year’s figures, both for the sectors shown and for 
other sectors for which estimates were made. The 
symbols indicate a percentage range of increase or 
decrease (—): A= —l1 to 1: B=2 to oO; G=6:to 10: 


D=11 to 15; E=16 to 20; F=21 and over. 

> Countries have been grouped in three broad 
categories reflecting the relative contribution of 
manufacturing to the gross domestic product: 
roup I is the most “‘industrialized”’, group III the 
ah Within each group countries are arrayed in 
ascending order of “import-dependence’’, as mea- 
sured by the average ratio of import expenditure to 
gross domestic product in the period 1957-1959. 

° Gross domestic product plus imports. 

4 Including livestock. 

* Including construction. 

‘ Including livestock and fishing. 

® Year ending 30 June. 

4 Including livestock, fishing and forestry. 

‘ Including mining. 

) Petroleum only. 

k Including fishing and forestry. 

' Including livestock and forestry. 

™ Year ending 30 September. 

" Including Singapore. 

° Based on the countries for which symbols are 
indicated, weighted by average net national product 
in dollars in 1952-1954. 

® Based on the countries for which symbols are 
indicated, weighted by the average output of the 
sector in question in dollars in 1952-1954. 

“ Based on countries for which symbols are indi- 
cated, weighted by 1960 value in dollars. 
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number of countries, most notably Algeria, Ireland, 
Morocco, New Zealand and Nigeria. Coal production was 
also cut back in Southern Rhodesia, as the demand for 
electricity was switched from thermal stations to the 
newly opened Kariba hydrostation. Among the major 
coal producers, however, production continued to ex- 
pand, as in India where there was a 10 per cent increase, 
or resumed its earlier growth, as in Australia and the 
Union of South Africa, where 1960 output was up 11 per 
cent and 4 per cent respectively. There were also gains 
among some of the smaller producers—such as China 
(Taiwan), Mexico, Pakistan, the Republic of Korea 
and Spain—and, in total, production in the primary 
exporting countries was 6 per cent above the 1959 level. 


Production of the major non-ferrous metals increased 
appreciably more than between 1958 and 1959, except 
in the case of copper, output of which had risen dra- 
matically in 1959 in the wake of recovering demand 
in the metal-using industries and lengthy strikes among 
United States producers. In the primary exporting coun- 
tries, the increase in copper production between 1959 
and 1960 was about 6 per cent, a slight decline in Chile 
—occasioned by strikes—having been more than offset by 
expansion elsewhere, relatively modest in the Congo (7 
per cent) and the Federation of Rhodesia and Nyasaland 
(5 per cent), but spectacular in Peru where the Toque- 
pala mine came into operation raising output from 
about 35,000 tons a year to 165,000 tons. Peru was the 
main contributor to an over-all increase of about 5 per 
cent in the production of lead and zinc, also; there 
were small gains in Australia and Spain but these were 
offset by a decline in Mexican production. 


With the removal of export quotas and a recovery in 
world demand, mine production of tin rose by about 
an eighth. The increase was concentrated very largely 
in South East Asia: there were gains of almost 40 per 
cent in the Federation of Malaya, 25 per cent in Thailand 
and 5 per cent in Indonesia. African production rose 
also—a Nigerian increase making good a small reduction 
in the Congo—but there was an 18 per cent decline in 
Bolivia whence most of the 1959 expansion had come. 
Even this increase left total production about an eighth 
below the pre-recession level. 


The output of iron ore in the primary exporting coun- 
tries in 1960 was almost a fifth above the 1959 level. 
This was largely the consequence of the rise in import 
demand in the industrial countries; the most notable 
expansion occurred in Venezuela, the Federation of 
Malaya and Peru and on a smaller scale, Algeria, Chile 
and Spain. However, there was also a large—one-third— 
increase in India, based on the increase in domestic 
requirements. 


This expansion in the output of the major minerals 
is reflected in changes in the over-all level of mining 
activity. Between 1958 and 1959 mining production 
failed to increase in about one-third of the primary 


exporting countries and increased by more than 10 per 
cent in another third. Between 1959 and 1960 the pro- 
portion of countries registering no increase was only 
about a sixth and the proportion registering an increase 
of over 10 per cent had risen to 40 per cent. 


The acceleration in the growth of manufacturing in- 
dustry noted in 1959? continued in 1960. Though the 
proportion of primary exporting countries in which 
manufacturing output increased by more than 10 per 
cent was much the same—about a fourth—in 1960 as 
in 1959, the proportion in which output was no greater 
than in the preceding year dropped from 27 per cent 
to © per cent. As a result there was a doubling in the 
average rate of increase: from 4 per cent between 1958 
and 1959 to about 8 per cent between 1959 and 1960. 
As in the previous interval the rate of growth between 
1959 and 1960 seems to have been greatest (over 11 
per cent) in southern and south-eastern Asia and least 
(under 4 per cent) in Latin America. 


The lagging industries in Latin America were textiles 
and paper: these showed no increase in production in 
1960. In the case of textiles, 1960 was the fourth suc- 
cessive year of decline. This was also a lagging industry 
in southern and south-eastern Asia: after a 5 per cent 
increase in 1959 it dropped back to a 2 per cent in- 
crease in 1960, affected by. the shortfall in the Indian 
cotton crop and the poor jute out-turn which forced the 
closing of a substantial number of mills as a method of 
rationing supplies. 


The output of the non-metallic minerals industries 
also registered very little increase in Latin America. A 
major factor in this was the decline in construction in 
Venezuela, though cement production was only slightly 
higher in Chile, Guatemala and Peru. In southern and 
south-eastern Asia, output of these industries rose by a 
further 9 per cent; cement production was an eighth 
above the 1959 level, having declined only in Thailand. 
Cement production increased substantially in the other 
regions also: by 4 per cent in Africa, 7 per cent in 
Oceania, and by 10 per cent in the Middle East. Only in 
Spain, Tunisia, Uganda and the United Arab Republic 
(Syria) was production lower than in 1959, and the 
over-all rate of expansion in the primary exporting coun- 
tries was about 7 per cent, approximately the same as 
in the two previous years. 


The contrast between Latin America and southern 
and south-eastern Asia was even more marked in the 
basic metals industries: production increased by over 
30 per cent in the Asian region but only moderately 
in Latin America. One of the reasons for the vigorous 
growth in southern and south-eastern Asia was the com- 
ing into operation of more iron and steel making ca- 
pacity in India: in 1960 the output of pig-iron in India 
exceeded 4 million tons for the first time. There was 


2 See United Nations, World Economic Survey, 1959 (Sales 
No.: 60.11.C.1), page 204. 
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also a substantial increase in pig-iron production in 
Australia (15 per cent) and the Union of South Africa 
(11 per cent) and, ona smaller scale, in steel production 
in Turkey (24 per cent) and in Argentina where a rise 
of 29 per cent from the depressed 1959 level carried 
output to an eighth above the 1958 record. In the aggre: 
gate, steel production in the primary exporting countries 
increased by about 13 per cent between 1959 and 1960, 
somewhat more than in the previous interval and rather 
more than it increased in the industrial countries. 


In general, the growth in manufacturing was greater 
than that in agriculture. This was almost invariably 
the case in the less developed, predominantly agricul- 
tural, countries in which the industrial base is relatively 
narrow. Among the few exceptions were Guatemala 
and Turkey—countries in which disinflationary policies, 
put into effect in 1959 to protect a deteriorating external 
balance, exerted a depressing influence on local industry 
during most of 1960. Chile and Venezuela were the 
principal exceptions among the countries in which in- 
dustry is relatively more important: there was a decline 
in manufacturing production in Chile and in the con- 
struction industry in Venezuela. These declines were also 
largely a by-product of stabilization measures, aggra- 
vated in the case of Chile by labour strikes. 


Among the countries in which industry makes a rela- 
tively large contribution to'total production, increases 
in manufacturing in Argentina, Australia and Portugal 
helped to offset the effect on the gross domestic product 
of lower agricultural output. This also happened in sev- 
eral of the countries in which manufacturing is less 
developed—notably China (Taiwan), Greece and India 
—in which there were particularly large gains in the 
industrial sector, and to a less extent in Kenya, Morocco 
and Tunisia. 


Electricity production in the primary exporting coun- 
tries increased by about 10 per cent between 1959 and 
1960, as it had done in the previous interval. The in- 
crease was virtually universal and though it was often 
closely related to industrial and mining expansion it 
showed a steadier and more uniform rate of growth. This 
was associated to some extent with a rapid extension 
and expansion of residential consumption, particularly 
in urban areas, but also—and increasingly in some coun- 
tries—among rural and village populations. 


The distributive sector—as measured by the turnover 
of foreign and domestic trade, railway and port traffic, 
the consumption of motor-spirit and the budgeted ex- 
penditures of government communications departments 
—also registered a substantial increase between 1959 
and 1960. Its growth stemmed largely from increasing 
total domestic production but in many of the primary 
exporting countries it was strongly affected by move- 
ments in foreign trade which were generally more ex- 
pansionary, partly in moving a larger export output and 
partly in handling the upsurge in imports. 


This upsurge in imports added substantially to the 
volume of supplies available for internal use in most of 
the primary exporting countries. The proportion of coun- 
tries in which total supplies failed to increase between 
1959 and 1960 was only about half of the proportion 
in which domestic production failed to increase. Cor- 
respondingly, while about one-third of the primary 
exporting countries registered an expansion in domestic 
production of more than 5 per cent, the proportion of 
countries in which total supplies so increased was almost 
60 per cent. 


In about three-fourths of the primary exporting coun- 
tries the relative increase in import quantum exceeded 
the relative growth of domestic production. The excep- 
tions were some of the countries in which the external 
balance was under heavy strain and some of the coun- 
tries in which the expansion in local production was 
particularly large. Among the latter were the Ivory 
Coast, Republic of Viet-Nam, Thailand and Uganda 
where there was only a modest increase in imports. 
Among the former, imports were under restraint in 
Iran, Turkey and the United Arab Republic (Egypt), 
and, less directly, in Guatemala and Venezuela. In Cey- 
lon they dropped back from the record 1959 level as 
liquidity declined and in the Congo (in 1959/60) they 
were reduced by political uncertainties as well as by 
capital outflow. 


The principal reinforcement to available supplies 
brought by imports was in the category of capital goods. 
As indicated earlier in this chapter, well over half of the 
increment in imports from the industrial countries com- 
prised machinery and transport equipment, while a 
sizable proportion of the large increase in imports of 
other manufactures consisted of metals and metal goods 
and other products for use in construction and other 
industrial activities. From the industrial countries, par- 
ticularly North America, there also came a substantial 
volume of food, supplementing imports drawn from 
other primary exporting countries, notably the rice pro- 
ducers of South East Asia and the wheat and maize 
producers of the southern hemisphere. Raw material 
supplies, especially cotton and synthetic rubber, were 
also augmented by imports from the industrial coun- 
tries, while there was a further increase in movements 
of fuel among the primary exporting countries them- 
selves. 


While the expansion in imports of machinery and 
vehicles was widely distributed, the expansion in im- 
ports of foodstuffs, raw materials and fuels was much 
more selective, reflecting in some cases a shortfall in 
domestic production. By means of trade with the rest 
of the world, the primary exporting countries were thus ; 
able to compensate to some extent for the relatively 
low rate of increase in their combined agricultural out- 
put. Imports not only supplemented local supplies of 
food but also furnished some of the raw materials for 
increasing the output of local industry. At the same time, 
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most of the primary exporting countries provided them- 
elves with the capital goods necessary for stepping up 
heir rate of investment. 


INCREASES IN CONSUMPTION AND INVESTMENT® 


The effect on domestic expenditure of the slight slack- 
ning in the average rate of growth in production in 
‘he primary exporting countries was offset by a contrary 
movement in external trade. On the one hand, as indi- 
sated in the preceding section, the addition to supplies 
rom imports in 1960 was much greater than in 1959, 
Jn the other hand, the volume of goods sold abroad 
ncreased to a significantly smaller extent than in 1959, 
s a result gross domestic expenditure increased be- 
ween 1959 and 1960 rather more than in the preceding 
nterval and rather more than gross domestic production. 


The proportion of countries in which expenditure 
ailed to rise above the previous year’s level dropped 
‘rom a third in 1959 to a tenth in 1960. Conversely, 
he proportion of countries registering an increase in 
xpenditure of more than 5 per cent almost doubled, 
o over 40 per cent. The countries in which expenditure 
leclined or was barely held at the 1959 level were coun- 
ries in which austerity stabilization programmes were 
-n operation—as in the case of Spain and Venezuela, 
“or example. These were among the countries in which 
domestic production had failed to increase as fast as 
opulation (see table 5-10). 


Not all countries in which production failed to rise 
avere forced to keep expenditure down to or below the 
11959 level, however. In a number of cases expenditure 
was sustained by imports, as in Chile, Indonesia, Kenya 
and the United Arab Republic (Syria). In some—notably 
the United Arab Republic (Syria) and to a less extent 
India and Turkey—a cut in exports also played an 
3 This section is based largely on tentative figures of “indi- 


cated change”; the conclusions are thus suggestive rather than 
definitive. 


important part in maintaining, or even increasing, the 
level of supplies retained for domestic use, in the face 
of a very modest expansion in domestic production. 


Notwithstanding the smaller average increase in agri- 
cultural output, consumption in the primary exporting 
countries rose to a somewhat greater extent between 
1959 and 1960 than in the previous interval. The pro- 
portion of countries registering a decline in per capita 
consumption dropped from about a third in 1959 to 
about a sixth in 1960, while the proportion registering 
a rise of more than 3 per cent doubled to well over a 


third. 


The countries in which per capita personal consump- 
tion declined between 1959 and 1960 were mostly those 
in which domestic production failed to expand—Argen- 
tina, Kenya, Spain and the United Arab Republic 
(Syria), for example. But there was also a reduction 
in a few countries in which output was higher—Greece 
and Tanganyika, for example, and to a less extent Portu- 
gal: in these cases the increase in production went 
largely into exports and the increase in imports largely 
into capital formation. Conversely, not all countries in 
which production failed to rise registered a decline in 
per capita private consumption. In Chile and Vene- 
zuela, for example, consumption was just about sus- 
tained—with the aid of imports in the case of Chile, 
from local farm and factory output and from inventories 
of imported goods in the case of Venezuela. In these 
countries investment fared less well. In Indonesia, the 
expansion in imports not only sustained per capita con- 
sumption but facilitated a recovery in investment from 


the low figure of 1959. 


Among the countries in which domestic production 
increased more or less in line with population, there 
was a similar rise in total personal consumption. In 
Guatemala and the Republic of Korea the maintenance 
of per capita private consumption involved the cutting 
back of both current public consumption and total 


Table 5-10. Primary Exporting Countries: Indicated Change between 1959 and 1960 
in Expenditures on Gross Domestic Product" 
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Table 5-10. Primary Exporting Countries: 


Indicated Change between 1959 and 1960 


in Expenditures on Gross Domestic Product® (continued ) 
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Source: Division of General Economic Research 
and Policies of the United Nations Secretariat: 
replies to the United Nations questionnaire of 
November 1960 on economic trends, problems and 
policies. 

*In the absence of official figures many of the 
symbols in this table are based on ‘indicators’ 
derived from national statistics of trade, produc- 
tion and public finance. Where “indicators”? were 
used, changes in expenditure reflect “apparent dis- 
appearance’ (production minus exports plus im- 
ports, with due allowance for inventory changes 
whenever possible). Consumption was measured by 
the apparent disappearance of major food items, 
major textile items and major consumer durables. 
Fixed capital formation was measured by the 
apparent Gee daa of cement, steel, machinery 
and major producer durables. In some countries an 
index of construction activity was also used in 


assessing investment changes. In most cases the 
“Indicators” were computed in real (physical) 
terms; where values were used, they were reduced 
to a constant (1959) price basis by means of the 
most appropriate available deflator. Where official 
estimates were used, they were preliminary figures. 
In general, the “indicators” were based on a com- 
parison of figures for at least the first three quarters 
of 1960 with those for the corresponding period in 
1959. The symbols indicate a percentage range of 
increase or decrease (—): A= —1 to 1: B=2 to bys 
C=6 to 10; D=11 to 15; E=16 to 20; F=21 to 30: 
G=31 to 40; H=41 to 50; I=51 to 59; J=60 
and over. 

» Within the group the countries are arrayed in 
ascending order of increase in total supply as indi- 
cated in table 5-9. 

© Fiseal year ending 30 June 1960. 

4 Fiseal year ending 30 September 1960. 
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ixed capital formation. In China (Taiwan) and India 
he cost of maintaining consumption levels was a reduc- 
ion in exports and a drawing down of inventories; but 
n these countries fixed investment was raised to a greater 
»xtent than in 1959. Colombia and Turkey also main- 
sained personal consumption levels and increased the 
cate of investment; part of the latter, however, reflects 
he accumulation of export crops and a decline in the 
volume of material sold abroad. 


Apart from Tanganyika, the countries in which do- 
estic production rose moderately between 1959 and 
1960 all registered comparable increases in consump- 
tion. Except in the case of Ceylon, these countries re- 
ceived a substantial accretion of supplies from imports. 


This enabled most of them to raise the level of invest- 


ent to a greater extent than consumption and generally 
to a greater extent than in 1959. The exception was the 
ederation of Rhodesia and Nyasaland where capital 
oved out and investment again declined. The higher 
evel of both consumption and investment in Australia 
and Mexico was achieved, in part, at the expense of 
exports, which were at a lower level than in 1959. To a 
less extent this was also the case in Brazil and the Union 
of South Africa: exports absorbed a very small fraction 
of the increment in total supplies. In Pakistan a notable 
rise in private consumption—following a reduction in 
1959—was offset to some extent by a cutback in current 
public expenditure; but the Government was largely 
responsible for a sizable increase in investment, re- 
versing the 1959 decline. Pakistan also registered the 
largest increase in exports in this group. This was from 
the low level to which exports had fallen in 1958 and 
1959, however, and it was achieved in part by drawing 
down stocks, particularly of jute. current output of 
which was well below the 1958/59 figure. 


Among the countries in which domestic production 
expanded most, there was a general and substantial rise 
in consumption. Available supplies increased by at least 
5 per cent in each of the countries in this group, and 
only in Iraq, Peru, Thailand and the United Arab 
Republic (Egypt) did personal consumption rise by 
less. Foreign trade was particularly buoyant in this 
group: not only did the increment in imports add con- 
siderably to total supplies but in general the volume 
of exports as well above the 1959 level. In some coun- 
tries in the group, indeed, it was expansion in export 
industries that contributed most to the growth in do- 
mestic production—coffee in Ecuador, cocoa in Ghana 
and the Ivory Coast, petroleum in Iraq, copper and other 
minerals in Peru and cotton in the United Arab Republic 
(Egypt). The only countries in which the quantum of 
goods shipped abroad was little if at all greater than in 
1959 were the Federation of Malaya and New Zealand: 
in these countries the large increment in supplies went 
into consumption—especially private consumption—and 
investment, both in new fixed capital and in inventories. 


Investment rose vigorously in most other countries 
in this group as well. The only countries in which invest: 
ment increased by less than 6 per cent were Burma, the 
Congo, Israel and Thailand. In Burma the lag was in 
the private sector notwithstanding the Government’s de- 
clared intention of giving more scope to indigenous 
enterprise. In Thailand it was in the public sector: 
private investment rose substantially as the industrial 
encouragement measures taken in 1958 began to show 
tangible results. In Israel a decline in outlay on agricul- 
ture and public housing was only just offset by increased 
investment in transport, particularly in the marine 
sector. In the Congo capital formation in 1959/60 
showed a further sharp decline as funds continued to 
flow out of the country. 


In the other countries in the group much of the in- 
crease in investments was in the public sector, as in 
the Federation of Malaya, the Ivory Coast and the United 
Arab Republic (Egypt), or at least partly in response 
to government action designed to stimulate private in- 
vestment. This was the case in Ghana, where special 
“tax holiday” provisions were extended, in New Zealand, 
where the tax on retained profits was lowered and more 
rapid depreciation permitted, and in Cambodia, where 
the interest charged on development loans from the 
National Equipment Fund was cut to 3 per cent for 
agriculture and 4 per cent for industry. 


The expansion in fixed capital formation between 
1959 and 1960 was by no means confined to the coun- 
tries in which domestic production rose most decisively: 
there were significant increases in investment even 
among the countries whose output failed to keep pace 
with the growth of population, as in the case of Argen- 
tina, Indonesia and the United Arab Republic (Syria). 
The year thus brought a reversal of the downward move- 
ment so noticeable in 1959. The proportion of primary 
exporting countries in which fixed investment failed to 
rise above the level of the previous year dropped from 
50 per cent in 1959 to 20 per cent in 1960, while the 
proportion in which fixed investment increased by more 
than 5 per cent rose from less than 30 per cent to more 
than 60 per cent. 


DOMESTIC ADJUSTMENTS TO EXTERNAL IMBALANCE 


The higher level of economic activity in 1960 was 
associated in most of the primary exporting countries 
with a further increase in the supply of money. As indi- 
cated in the first portion of this chapter, however, there 
was a marked contrast between 1959 and 1960 in the 
impact of developments in the external sector. In 1959 
the wide-spread improvement in the balance of trade 
generally had the effect of increasing the supply of 
money from this source. In 1960, on the other hand. 
there was a general deterioration in the trade balance 
and the effect of this on the money supply was significant 
in many of the primary exporting countries and ina few, 
predominant. 
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The widening of the trade gap was bridged to a large 
extent by an increased inflow of foreign capital and 
credit. While this—by providing additional international 
liquidity—lessened the impact of the deficit on the gold 
and foreign exchange reserves of the primary exporting 
countries, it resulted in a sizable expansion in foreign 
liabilities. The accumulation of these liabilities reduced 
the contribution of foreign exchange receipts to the 
domestic supply of money. Thus in 70 per cent of the 
primary exporting countries movements in net foreign 
assets—a measure of the impact of foreign transactions 
on domestic currency—were relatively contractionary in 
1960: in a third of the countries an expansion in 1959 
turned to a contraction in 1960, in a fourth the expan- 
sionary effect was less in 1960 than in 1959, and in a 
tenth the contractionary effect was enhanced. In the 
remaining 30 per cent of the primary exporting coun- 
tries, movements in net foreign assets were expansionary 
or less contractionary than in 1959. In about half of 
these cases, however, the change was not the result of 
mercantile transactions—on which the balance actually 
worsened—but of an increase in foreign donations with 
no associated liability. 


The swing in the external sector was thus the prin- 
cipal cause of change in the monetary situation in most 
of the primary exporting countries. In 1959 the propor- 
tion of countries registering an expansionary (or less 
contractionary) change in money supply was double 
the proportion in which there was a contractionary (or 
less expansionary) change. This distribution was re- 
versed in 1960: the contractionary changes were twice 
as numerous as the expansionary (see table 5-11). In 
1959 the concentration of expansionary changes was 
largely (75 per cent) among the countries in which 
the relative contribution of foreign assets to total money 
supply had risen. Conversely, in 1960 the concentration 
of contractionary changes was largely (83 per cent) 
among the countries in which the relative contribution 
of foreign assets had declined. Moreover, where the 
change in foreign assets was a factor, its contribution 
to the change in total money supply was itself a large 
one: in both years it accounted for more than half the 
change in more than two-thirds of the countries. 


Notwithstanding the restraining influence of the ex- 
ternal sector, the money supply rose in 80 per cent of 
the primary exporting countries in 1960—as against 92 
per cent in the previous year. With industrial activity 
generally at an appreciably higher level than in 1959 
and investment increasing sharply, both the private and 
the public sector tended to borrow more from the bank- 
ing system. Credit to the private sector expanded in all 
but an eighth of the countries and that to the public 
sector in all but a fifth. 


Government borrowing from the banking system 
added to the money supply rather more frequently in 
1960 than in 1959. And the proportion of countries 


in which this was an important factor in the increase 


Table 5-11. Primary Exporting Countries: Distri- 
bution According to Changes during 1959 and 
1960 in the Supply of Money and in Foreign 
Assets 


nnn EE 
Number of countries in which, 
Ralio of change in foreign assets in relation to the preceding year, 
during the year to money supply _ the index of money supply was Total 
al the beginning of the year 


Lower S ae ilar Higher 
Lower than in preceding 
year 
N59 Hecde See 8 ] 6 15 
LOGO ss tga 15 10 3 28 
Higher than in preceding 
year 
TOGO: F orien e wlan ies 4 3 18 25 
LOG 7 ders aae etee aee 3 3 6 12 
Total 
1O5O o> eirisierdedeleek ote iz 4 24 40 
ROG os hice ee tices 18 13 9 40 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on International 
Monetary Fund, International Financial Statistics. ' 

«Money represents holdings of notes and coin outside the 
monetary system and demand deposits of the private sector in 
commercial and central banks. Foreign assets represent as far as 
possible the domestic monetary effects of foreign transactions; 
net of foreign liabilities in the majority of cases, gross in the 
remainder. 


in the money supply rose sharply—from 37 per cent to 
63 per cent in the aggregate and from 31 per cent to 
50 per cent among the countries in which money supply 
rose by 15 per cent or more. On the other hand, among 
the countries in which the supply of money declined 
in 1960, a reduction in credit to the public sector was 
the chief cause in as many cases as a reduction in foreign 
assets. 


On the whole, the expansion in the supply of goods 
available in the primary exporting countries was sufh- 
cient to accommodate the rise in demand generated by 
the increase in investment and other economic activity, 
so that movements in price levels were not abnormally 
large. In rather more than a fourth of the primary ex- 
porting countries the cost of living remained more or 
less stable or registered a decline (see table 5-12). In 
rather less than a fourth the cost of living continued 
to climb in 1960 at much the same rate as in 1959. And 
in a slightly smaller proportion there was a measurable 
slowing down in the rate o: increase. However, the 
proportion of countries in which the cost of living be- 
gan to rise or rose more rapidly—about 29 per cent in 
all—was appreciably greater than the proportion in 
which there was some deceleration of a previously rising 
trend. 


In the critical group of countries—about 40 per cent 
of the total—in which prices rose by 6 per cent or more 
in either year.’ the distribution was not much more 


‘In addition to the fifteen countries indicated in table 5-12, 
there were nine countries in which the cost of living rose by 6 
per cent or more in 1959 but by less than 6 per cent in 1960. 


APTER 5. RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES 


203 


Table 5-12. Primary Exporting Countries: Distribution of Change 
in the Cost of Living 


seer 


Number of countries in which the index in the last quarter of 1960 was 


Trend in 1960s 


98 or less 9910101 10210105 106 0110 111 to 120 120 or over 


(corresponding quarter of 1959 = 100) 


roy cl eng a 9 Sm a ee ll 
Decline apa eae ie csc aw is xs 4 
Decline decelerated............. 2 
LOT OS ed i ey 9 
Rise continued at 1959 rate...... 14 
Rise decelerated................ 13 
Rise accelerated................ 9 

TOTAGHE Ow 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on Statistical Office of the United Nations, 
Monthly Bulletin of Statistics. 


cisive, though the proportion in which there was de- 
eleration (46 per cent) was slightly greater than the 
roportion in which a rise began or accelerated (42 per 
nt). And perhaps more significant, in the small group 
-about a sixth of all the primary exporting countries— 
a which prices rose by more than 10 per cent in the 
urse of 1959 or 1960, there was some evidence of the 
ffects of disinflationary policies: in almost three-fourths 
»f these countries there was a discernible slackening 
yn the rate of increase. In this group the most notable 
hange occurred in countries such as Argentina, Chile, 
eru and Turkey in which the rate of price increase 
was reduced from these upper brackets in 1959 to a 
more manageable figure in 1960. 

* 


* * 


The countries in which the price level remained more 
or less stable in 1960 were for the most part countries 
in which there was a moderate increase in domestic 
2xpenditure, sustained to a degree by a larger volume 
of imports which helped in all cases to raise the avail- 
able volume of supplies at least 6 per cent above the 
1959 level. The consequence was a general deterioration 
in the balance of trade, except in Tanganyika and the 
United Arab Republic (Egypt)—where exports rose 
sharply—and a smaller increase in the money supply 
than in 1959, except in Israel, where the inflow of aid 
and other funds was a major item (see table 5-13). 


Except in El Salvador, government expenditure was 
an expansionary force, especially in the United Arab 
Republic (Egypt) where, under the influence of. gov- 
ernment development plans, fixed investment registered 
a major increase. The resultant increase in consumer 
demand was contained by an increase in imports, 
notably grain, and later in the year by a better domestic 
rice crop. Import supply was not only greater in volume 
but, by virtue of successive reductions in the premium 
payable on foreign exchange, it was also lower in local 
currency cost. 


| co | 


a _ es = = 
{| — —— pat 
2 = = — 
1 6 2 = = 
4 7 2 1 = 
5 4 nel l 2 
= 2 4 2 1 
24 19 8 4 3 


* Change between the last quarter of 1959 and 
the last quarter of 1960 is compared with the change 
between the last quarter of 1958 and the last 
quarter of 1959, 


In Israel, where investment remained at much the 
same level as in 1958 and 1959, there was a general 
rise in wages in mid-year following an adjustment of 
the cost of living allowance. Partly as a result of this, 
prices began to edge upwards somewhat more than sea- 
sonally in the second half of 1960. There was also a rise 
in wages in Ghana—a substantial one of about 17 per 
cent in the case of the effective rate for unskilled labour 
—the immediate effect of which was borne by employers 
as the wage measure was followed by a freeze of the 
prices of essential goods. 


In the Union of South Africa the principal expan- 
sionary stimulus came from the budget of March 1960 
which contained a variety of tax concessions—both for 
consumers and for business—including, in particular, 
an increase in depreciation allowances intended to en- 
courage private investment. In the course of the year 
there was a general rise in unskilled wage rates, but 
developments on the external sector continued to reduce 
liquidity; and in August interest rates were raised in 
an effort to slow down the outflow of capital. 

* 


* * 


Among the countries in which the retail price level 
declined in 1960 there were signs of recession. Invest- 
ment was reduced or rose only slightly above the 1959 
level and, with imports lower in real terms—except in 
Tunisia where there was an increase large enough to 
sustain the per capita level of supplies in the face of 
smaller domestic crops—available, supplies registered 
ouly a small increase. In the Dominican Republic the 
money supply recovered from its 1959 decline, in the 
wake of an increase in export receipts and government 
borrowing; but imports declined again—to the lowest 
level since 1954—and though there was a large outflow 
of capital, the private sector borrowed less from the 
banking system as economic activity slackened. In Guate- 
mala, on the other hand, the principal deflationary in- 
fluence was the Government’s austerity programme, 
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Table 5-13. Primary Exporting Countries: Changes in Domestic Expenditure, Cost 
of Living, Balance of Trade and Money Supply and its Components* 


Difference between change during 1960 
and change during 1959» 


Change between 1959 and 1960 in 


CORE Ge EE aren Domestic Balance Cost Money Foreign See eee 
er pendi- 0 of supply assets Government Private 
ture tradec living4 sector sector 
Stablee 
enya. genannten eres one B —C A 
Weatida saree mene mn ae att ae —B A 
Union of South Africa......... B —C B at = sf ae 
METI, 4 uc enedns ee nan gone ce —F B 
RenpANVilcd 2 ater settee teks: B C A bon 
TAkapaVGlWINE,, 5 on co wanonenuen be —D —B ath or — 
Giana eer Serena oir: D —C A A = + mi 
WAR, (Eeypt)enteman no een air on B C A —B ai ae = 
1H) Salyatlon.. psonageanecncvax € —C A —C — = se 
DUMBAPOLO waaats anki nw en nn sem —=B A ae: 
[spac eee ee ae econ ee C —B A D aig SF = 
Decline began! 
Bong Ome tveraayha she nate ae Boe —B —B 
Gevlone amaranth emacs at B B —B —C = = ae 
Guatemala anowane ea anne ey A B A —C + = 25 
Dominican Republic.......... oi F —5 F -- = = 
Decline decelerated 
ADORED: peraurercity 3 ee es oes cma (C If —B wee 
Hatin waste, tee ek crete, te a _ —B —B —B — = Ge a= 
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Federation of Malaya.......... C A A = +- + 
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Viet-Nam (Republic of)........  C —5 A A = > = 
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SUCLATI NSE rs eet enn ite BT at iG —C A B — + + 
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anges in Domestic Expenditure, Cost 


y Supply and its Components (continued) 


Difference between change during 1960 
and change during 1959» 


Domestic 


ex pendi- of 
ture trade 
Rise decelerated 
(continued) 
LS) Ee B —B 
(CRUG erent nny, Mee ey Pee B —C 
1 Ey VTi ve gs ae ec re B —B 
Rise accelerated 
IMGT GGGOn kee onl cick 6 ce ccc LU —C 
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Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on Statistical Office of the United Nations, 
Monthly Bulletin of Statistics; International Mone- 
tary Fund, International Financial Statistics; tables 
9-7 and 5-9. 

* The symbols indicate the following percentage 
intervals: A=—1 to 1; B=2 to 6; C=6 to 10; 
D=11 to 15; E=16 to 20; F=21 to 30; G=31 to 
40; H=4) to 50. 

> Computed for each year as the ratio (percent- 
age) of the change during the year to the money 


nstituted in 1958 to protect the balance of payments 
n the face of the decline in coffee prices. In 1960 the 
“oreign sector was again expansionary, but investment 
was cut back further and though import duties had been 
raised in 1959 their impact was more than offset by 
the slackening of demand. 


The government sector in Ceylon was also less ex- 
pansionary in 1960 than in 1959. It became increasingly 
concerned about the continuing decline in reserves: in 
August interest rates were raised and selective credit 
controls imposed with restraint on imports their main 
object. Import duties were raised on a wide range of 
consumer goods but the dominant influence on the cost 
of living was the price of rice: on the free market this 
declined in the first half of the year and in April the 
subsidy on rationed rice was increased. Despite an in- 
crease in borrowing, fixed investment in the private 
sector lagged, however, and unemployment continued 
to rise: the number of applicants for work was a fifth 
greater at the end of 1960 than a year earlier. 

* 


* * 


The feature common to the countries in which prices 
began to rise in 1960, after having been stationary or 
declining in 1959, was a stepping up in their rate of 
capital formation; in a number of cases—Ecuador, the 


supply at the beginning of the year. 

© Difference between the balance of trade (ex- 
ports f.o.b. minus imports c.i.f.) in 1960 and the 
balance of trade in 1959 expressed as a percentage 
of total trade (exports plus imports) in 1959, 

4 Monthly average; in many instances in prin- 
cipal cities. 

«Countries are arrayed in ascending order of 
difference between the change in the cost of living 
during 1959 and the change during 1960. 

‘ Countries are arrayed in ascending order of 
change in the cost of living during 1960. 


Federation of Malaya and the Sudan, for example—this 
had been cut back between 1958 and 1959. In most of 
these countries—with the exception of Burma, Ireland 
and the Republic of Viet-Nam—there was some relaxa- 
tion of credit to the private sector late in 1959 or early 
in 1960. Governments also tended to increase their bor- 
rowing, except in Burma and in Thailand where—in 
contrast to the other countries in the group—investment 
in the public sector did not increase and tax rates were 
raised at the beginning of 1960. In Burma, where the 
increase in prices—by far the sharpest in the group— 
occurred largely in the first half of the year under the 
combined influence of tight import controls, relaxed 
price controls and a recovery in fixed investment in the 
public sector, a number of policies were reversed in 
July: certain prices were again subjected to control, 
railway rates were cut and import licences increased. 
The result was a stabilization of the cost of living but 
sharp deterioration in foreign exchange reserves. 


Concern about the impact of rising domestic demand 
on the external balance began to influence fiscal and 
monetary policy in some of the other countries in the 
group as the year advanced and—as in Ecuador, the 
Federation of Malaya and Nicaragua—export prices de- 
clined. The Federation of Malaya tightened credit con- 
ditions in July by raising interest rates and the reserve 
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requirements of commercial banks. But liquidity was 
also reduced in Ecuador where the Government also cut 
back its investment plans in order to slow down the 
rate at which domestic demand was expanding. 

* 


* * 


In almost all the countries in which prices continued 
to rise in 1960 at much the same rate as in 1959, the 
external sector played a restraining role. Only in the 
case of Cyprus, the Federation of Rhodesia and Nyasa- 
land and Iran did exports rise more—or fall less—than 
imports, and in these countries other factors provided 
restraint: in the Federation of Rhodesia and Nyasaland 
a large drain on capital and in Iran disinflationary 
government action. New Zealand was the only country 
in the group to register a more expansionary movement 
in money supply in 1960 than in 1959. 


The rise in imports facilitated a higher level of in- 
vestment in most of these countries—the chief excep- 
tions being the Federation of Rhodesia and Nyasaland 
and the Republic of Korea—and although domestic de- 
mand continued to press heavily on available supplies, 
it was only in Bolivia, Iran and the Republic of Korea 
that the strain was reflected in a rate of retail price 
increase of more than 5 per cent. Nevertheless, most 
of these countries took restraining action at some stage 
during the year, especially when the expansion in domes- 
tic demand became a threat to external equilibrium. 


The Federation of Rhodesia and Nyasaland entered 
the year with the reflationary policies of 1959: credit 
conditions were further relaxed and bank reserve re- 
quirements lowered. These measures were reversed in 
the second half of the year, not because of any undue 
rise in internal demand—fixed capital formation was ac- 
tually below the 1959 level—but because of the deteriora- 
tion in the external accounts occasioned by a continuing 
outflow of capital. As indicated earlier in this chapter, 
this was finally countered—in March 1961—by the im- 
position of exchange controls. 


In Colombia, changes in policy were in the opposite 
direction: the tight control of credit carried over from 
the 1959 stabilization programme was relaxed some- 
what in the second half of 1960. Thus the deflationary 
influence of a sharp deterioration in the balance of trade 
and a slight reduction in government borrowing from 
the banking system was more or less offset by an upsurge 
in private credit, accentuated towards the end of the 
year by the financing of the coffee crop. The pressure 
on prices was contained partly by an appreciable in- 
crease in available supplies—both domestic and im- 
ported—and partly by the fact that the stabilization 
programme itself was aimed largely at curbing con- 
sumer demand, particularly for imports, and had re- 
sulted in a reduction in the wage earners’ share of the 
national income. 


The deflationary effect of an expansion in imports 
was also offset in varying degree by the growth of 


domestic credit in Greece, Iran, Iraq and New Zealand. 
In Bolivia, on the other hand, the effects of the stabiliza- 
tion programme started in 1958 were still predominant: 
the rate of expansion in both public and private credit 
was again reduced. This was also the case in the Repub- 
lic of Korea where, in February, a ceiling was placed 
on total bank advances and investment was cut back. 


In Iraq there was a large increase in public capital 
expenditure under the interim economic plan, especially 
in the fields of housing and transport. The threat posed 
to price stability by another poor harvest was met by 
a ban on barley exports and a considerable increase in 
imports of grain. Greece also registered a large increase 
in investment, especially in the public sector; although 
this and a rise in payments under the wheat support 
scheme contributed to a sizable government deficit, this 
was smaller than in 1959. On the other hand, partly 
under the influence of lower interest rates, private bor- 
rowing expanded to a greater extent than in 1959. 


In New Zealand, where personal disposable incomes 
had been raised by tax concessions in the 1959/60 
budget and by higher export prices in the 1959/60 
season, the central bank began to exert pressure on the 
high level of commercial bank liquidity early in the 
year. The primary object was to reduce the demand for 
imports, increasingly so as the year progressed and the 
external balance grew more precarious. But fixed in- 
vestment which had declined in 1959 recovered strongly 
in 1960, with the Government also borrowing more 
from the banks. The demand liability-reserve ratio was 
raised to a very high figure—from 22 per cent to 38 
per cent—in the course of 1960, and in March 196] in- 
terest rates were raised and government expenditure 
cut in a further effort to restrain demand. 


In Iran the main attack on the inflationary rise in 
import demand was made in the course of the second 
half of the year. It started with restraints on borrowing 
by importers but was extended to a ban on borrowing 
by government departments and local authorities and 
on lending by the Mortgage Bank and by the Ministry 
of Industry and Mines as well as to a cut in public 
expenditure in the 1961 budget. 


* 


* * 


As indicated above, one of the most notable features 
of 1960 was the increase in the number of primary 
exporting countries in which there was a measurable 
slowing down in the rate at which prices had been ris- 
ing. This was partly a by-product of the upsurge in 
imports—in contrast to the effect of import cuts in the 
previous year—but it also reflects the result of various 
stabilization programmes. Most of these involved 
restraints on domestic demand; but many of them had 
started in 1958 or 1959 with a devaluation, the effects 
of which on the internal price structure had been largely 
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iabsorbed before 1960. There were thus some particu- 


larly sharp contrasts between price trends in 1959 and 
price trends in 1960. 


In Spain and Venezuela, the deceleration in the price 
Tise was not the result of any increase in the availability 
sof imported goods; it was brought about by a reduction 

in domestic expenditure, largely in consumption in 
‘Spain, in investment in Venezuela. With the recovery in 
/external reserves in Spain there was a change in policy 
in the second half of the year: credit conditions were 
eased in an effort to stimulate the lagging economy. 
Unemployment increased rapidly, however, and at the 
beginning of 1961 the number of registered unemployed 
was more than a third greater than a year earlier. In 
Venezuela there was also a substantial increase in 
unemployment, and when, with the aid of exchange 
control, the outflow of capital was halted in the final 
quarter of 1960, a programme of public works and 
credit relaxation was promulgated in order to hasten the 
recovery of the construction industry. 


Restraints on domestic expenditure also played an 
important part in the deceleration in price increases in 
_ Argentina and the United Arab Republic (Syria), where 
per capita consumption declined, and in Chile where 
fixed investment was held back. In these countries the 
problem was complicated by the inadequacy of the 
growth of local production. 


In the United Arab Republic (Syria) local crops 
were again very poor and domestic consumption would 
have dropped more sharply had not supplies been signif- 
icantly augmented by imports. This imposed additional 
external strain and it was largely to meet this that 
monetary and exchange policy was directed in the 
second half of 1960. Though the liquidity base of the 
commercial banks was reduced by the removal of funds 
belonging to semi-public bodies and by an increase in 
reserve requirements, the expansion of credit to the pri- 
vate sector was greater than in 1959. The Government 
also borrowed more, to finance a higher rate of invest- 
ment. 


There was little growth in production in Argentina, 
but significant gains in one or two import-saving indus- 
tries—notably petroleum—combined with a large inflow 
of capital helped to increase the supply of investment 
goods without imperilling external equilibrium. Inter- 
nally, perhaps the most hopeful sign was a further 
reduction in the Government’s cash deficit—from 34 per 
cent of the money supply in 1958, before the stabiliza- 
tion programme was inaugurated, to 18 per cent in 1959 
and a mere 2 per cent in 1960—even though part of this 
was achieved by deferring debt payments. This defer- 
ment had a restraining effect on the Government’s 
domestic creditors whose liquidity was also reduced by 
the rise in prices and wages that followed the devalua- 
tion in 1959. The tight money policy in force through- 
out 1959 and 1960 did not prevent a further large rise 
in bank lending to the private sector and, in order to 


lessen the inimical effects on production of any shortage 
in working capital, the credit base was enlarged to some 
extent late in 1960 by a reduction in the reserve require- 
ments of the commercial banks. 


Inadequate gains in production also hampered the 
stabilization effort in Chile where the effect of high levels 
of unemployment and frequent strikes was aggravated 
by the disastrous earthquake that occurred in May which 
not only disrupted communications and hampered agri- 
culture but also helped to unbalance the government 
accounts. Some of the strikes reduced export output and, 
together with the downturn in copper prices, this had 
the dual effect of weakening both the external balance 
and government revenue. Wage increases granted in the 
second half of the year and early in 196] also tended to 
complicate the stabilization effort. 


There was also a notworthy slowing down of price 
increases in some of the other Latin American countries 
—particularly Brazil, Peru and Uruguay—in which in- 
flationary pressures have been extremely powerful in 
recent years. Though there was again a large monetary 
expansion it was appreciably less than in 1959, re- 
strained by a decline in foreign assets in Brazil and by a 
reduction in government borrowing in Peru and Uru- 
guay. The gain in stability was most convincing in Peru 
where it was underpinned by a large increase in domes- 
tic production and exports which made possible a con- 
siderable expansion in imports, a sizable growth in 
reserves and a major rise in capital formation. 


In Brazil there was a more satisfactory growth in 
domestic production than in 1959—particularly for local 
use — and a substantial increment in supplies from 
abroad. Against this, however, private credit again 
increased considerably and—even more important—there 
was a greater expansion in government borrowing, 
accentuated by the need to finance another large coffee 
surplus. Though the rise in retail prices was somewhat 
less rapid in 1960 than in 1959, it was again very steep 
and an increase of 60 per cent in minimum wages was 
decreed in October. Partly as a result of this there was 
a jump in the cost of living towards the end of the year. 
With the pressure of domestic demand as strong as ever, 
the importance of increasing—or at least maintaining— 
the flow of goods from abroad became crucial. As indi- 
cated earlier in this chapter, the crisis of external 
disequilibrium was met early in 1961 by a consolidation 
of debts, new borrowing and a devaluation. This had a 
stabilizing impact on the domestic economy, absorbing 
some of the excess purchasing power through increased 
availability of imports and higher cruzeiro costs. 


In Uruguay, where costs had been raised by the deval- 
uation of December 1959, the deflationary effect of a 
substantial expansion in imports and an enlargement of 
the budget surplus was more than offset by production 
losses through strikes and drought. Higher costs and 
increases in wages in several sectors were followed by a 
rapid rise in the provision of credit to the private sector. 


208 


In contrast to the course of private credit in the other 
countries in this group, however, the rise in Uruguay 
was less in 1960 than in 1959. 


Among the remaining countries in this group an 
expansion in imports in 1960 also played a strategic 
role in restraining the rise in prices. In India and Pak- 
istan the result was a levelling off in the cost of living 
trend, despite a considerable increase in investment, 
especially in the public sector. In Pakistan a good wheat 
crop also helped: in April it was possible to end ration- 
ing in the western province. In March, however, both 
India and Pakistan took steps to limit the expansion of 
credit to the private sector. In India, credit was tightened 
further in May and again in October, but relaxed some- 
what towards the end of the year. In Pakistan, the 
restraints having been directed chiefly against import- 
ers, some stimulus was later provided to private invest- 
ment through a reduction of corporate taxes and other 
tax concessions granted in the mid-year budget. In both 
countries private credit expanded to a greater extent 
than in 1959 in line with the increase in trade and 
investment. 


Imports were also of crucial significance in Turkey 
in 1960 though they did not rise much above the high 
level of the previous year. An appreciable increase in 
domestic food supplies was supplemented by receipts 
of Public Law 480 wheat from the United States and 
the cost of living was held more or less constant—com- 
pared with an increase of about a fifth in 1959. After 
a temporary relaxation of credit conditions in July 1960, 
restrictive measures were reintroduced in the second 
half of the year: government investment was cut by 
about 7 per cent of the budgeted figure and interest 
rates—to other than agricultural borrowers—were sub- 
stantially raised. 


* * 


In most of the countries in which there was a measur- 
able acceleration in the rate of increase in retail prices, 
the rise in 1960 took place in the face of a greatly en- 
larged inflow of imported goods. Local production was 
generally higher than in 1959 and with the resultant in- 
crease in the volume of supplies available there was a 
considerable rise in investment and a smaller—but ap- 
preciable—rise in consumption. In contrast to this ex- 
pansion in activity, the rate of increase in money supply 
was generally lower than in 1959, largely because of the 
decline in foreign assets but also—in some cases—in re- 
sponse to restraints on government borrowing and on 
private credit, generally imposed in order to protect the 
external balance. 


In Cambodia the policy of granting low-interest loans 
to encourage agricultural and industrial development 
was continued, and investment—public as well as private 
—was considerably higher than in 1959, In China 
(Taiwan) investment was also increased substantially. 
partly in terms of a new four-year development plan 
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which began in mid-1960; crops were generally poor in 
1959/60 but the inflationary impact of this was softened 
by a sharp cut in rice exports and an increase in food 
imports. 

In the other countries in the group there was a further 
sizable increase in fixed capital formation, especially 
in the private sector in Australia and in the public 
sector in Mexico. This was accompanied by a relaxation 
of control over imports, dampened to some extent in Par- 
aguay and the Philippines by devaluation. The process 
of relaxation continued in the Philippines, foreign 
exchange reserves having recovered by July to the high- 
est point since early 1957. As domestic credit conditions 
were eased, prices began to rise more rapidly, reflecting 
not only the growth of demand but also the rise in the 
peso cost of imports. 


In Australia the rise in liquidity was restrained by a 
spectacular decline in foreign reserves in the second 
half of the year and it was largely to protect the external 
balance that monetary and fiscal policy was directed. 
An effort was made to check the flow of credit to 
importers, and tax measures were enacted to discourage 
the demand for motor-cars and the use of hire-purchase 
arrangements. With the supply of imported goods 
greatly augmented and a better out-turn of domestic 
agriculture, the rise in the cost of living slackened 
again towards the end of the year. Wage pressure also 
eased somewhat as unemployment—which had dropped 
to an October figure that was the lowest since 1956— 
began to rise again: by February 1961 it was above the 
corresponding 1960 level. By that stage the wholesale 
price of domestic goods had also receded from its Aug- 
ust peak to below the corresponding 1960 figure. 


In Indonesia the monetary reform of August 1959 
which cut the volume of notes in circulation by about 
a third proved to have had only a very temporary effect: 
prices rose steeply in the first half of 1960. A marked 
slackening in the second half of the year was largely 
the result of a major increase in imports, though it was 
facilitated by a notable change in the Government’s 
cash position: this followed a substantial increase in 
revenue from higher taxes—particularly on petroleum 
—and from state trading activities. An effort was made 
to reduce liquidity by raising the reserve requirements 
of the commercial banks, but lending to the private 
sector continued to increase, exerting a powerful expan- 
sionary impulse on the supply of money. 


Changes in the rate of increase in retail prices pro- 
vide only an inadequate measure of the variation in 
inflationary pressures. Nevertheless they are related to 
the state of internal balance, not only to the extent that 
they may indicate changes in the relationship between 
consumer demand and the available supply of goods, 
but also because in many countries they are an impor- 
tant determinant of official economic policy, especially 
where there is a close link between wage rates and the 
cost of living and where urban populations are gaining 
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in size and political influence. For this reason some 
significance attaches to the fact that 1960 saw a diminu- 
tion in the extent to which the cost of living in the pri- 


mary exporting countries was protected from adverse 
developments. 


There was, for example, a greater readiness than in 
previous years to accept the consequences of devaluation 
as far as internal prices are concerned; thus the local 
currency cost of imported goods tended, on the whole, 
to become more realistic even though this entailed a 
more or less immediate rise in the domestic wholesale, or 
even retail, price index. Similarly, the tendency to 
shelter the users of particular products or services— 
notably those operated by government, such as trans- 
port, power and communication—from inflationary 
forces in the rest of the economy was much less in evi- 
dence. The desire to reduce budgetary deficits and bring 
the liquidity of the economy as a whole under better con- 
trol tended to prevail more frequently over the fear of 
the consequences of lowering subsidies and _ raising 
prices in key sectors. The pursuit of a better budgetary 
balance also led to a widening or deepening of the tax 
structure in a number of instances. 
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This increase in the willingness of governments to 
risk actions, the initial effect of which was likely to be 
arise in the cost of living, reflects in part the working 
out of stabilization programmes adopted earlier. In most 
cases the primary objective of these programmes was 
the improvement of the external balance and in varying 
degree this involved some curbing of the demand for 
imports. A rise in consumer prices would contribute 
to that end provided it did not adversely affect produc- 
tion. This was not always achieved, for in several coun- 
tries the rise in prices provoked strikes as workers 
resisted the implied threat to real wages. However, in 
many countries the risk seemed somewhat smaller in 
1960 than it had in 1959 when reserves were generally 
low and imports widely restricted. With reserves higher 
and imports rising, the chances of absorbing part of the 
impact of such action seemed more favourable, at least 
in the earlier part of the year. As 1960 advanced, how- 
ever, the scope for action to improve internal balance 
was steadily narrowed: increasingly, policies had to 
concentrate on the deteriorating external situation. By 
the end of the year the criterion for action was again 
its potential effect on exchange reserves rather than on 
domestic production. 


Outlook’ 


By the end of 1960 the primary exporting countries 
as a group were approaching one of the limits to their 
collective rate of growth, namely, the means of inter- 
national payment. Reserves had been drawn down; debts 
—short-term as well as long-term—had been piled up. 
Continuation into 1961 of the relatively high average 
rate of growth that characterized 1960 is predicated in 
the first instance on a concomitant expansion in the 
means of payment. Economic trends and developments 
in the early months of 1961 suggest that such an ex- 
pansion is not impossible: though a rise in the total 
proceeds likely to be derived from the exports of the 
primary exporting countries is contingent on a recovery 


in demand in North America, the volume of capital 


available to supplement export earnings seems likely 


to be appreciably greater than in 1960. 


The claims likely to be made on the available means 
of payment will depend on the course of local produc- 
tion, the size and distribution of incomes and the con- 
trols—fiscal or quantitative—exercised over the pattern 
of imports. On all these scores 1961 claims are likely 
to be more productive of economic growth than those 
made in 1960. Domestic food crops are reported to be 
generally better in 1960/61 than they were in 1959/60 
and the prospects for a higher output of many indus- 
trial goods in 1961 should reflect the higher level of 


5 This section is based in part on replies received from Goy- 
ernments to the United Nations questionnaire of November 1960 


on economic trends, problems and policies. 


investment of 1960. In many countries the import de- 
mand of the export sector is likely to be lower than it 
was in 1960. And the rationalization of tariffs in a 
number of countries, along with the reimposition or 
tightening up of import controls, will probably tend 
to favour raw materials and capital goods over con- 
sumer goods. Moreover, claims on the means of pay- 
ment arising from capital flight will probably be at a 
much lower level in 1961 than they were in 1960. 


EXPORT PROSPECTS 


The foreign exchange earnings of the primary ex- 
porting countries depend overwhelmingly on the import 
demand for primary commodities of the industrial coun- 
tries. The course of events in the first quarter of 1961 
suggests that for the year as a whole this demand is 
unlikely, in the aggregate, to fall below the 1960 
level. One of the reasons for this lies in the fact that 
1960 saw North America drop out of phase with western 
Europe and Japan in terms of business cycle timing. 
In 1960 the consequence was the petering out of the 
recovery in commodity prices that had begun in 1959. 
In 1961 the consequence may well be that the resumed 
recovery in North American demand will compensate 
for such slackening in demand in the other industrial 
countries as may be caused by either the changed inven- 
tory position or a slowing down in the high rates of 
erowth that characterized 1960. Thus the over-all 
stability in primary commodity prices that emerged 
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from the gentle rise in 1959 and the equally gentle de- 
cline in 1960 may well continue through 1961. 


A consideration of supply conditions and policies 
leads to a similar conclusion. On the one hand, supplies 
—in being or potential from existing capacity—are gen- 
erally appreciably in excess of probable consumption. 
On the other hand, where the imbalance is greatest, the 
rate of capacity utilization and the flow of supplies to 
world markets are generally under the firmest control. 
Thus while the possibility of a marked rise in average 
price is reduced by the availability of supplies—from 
stocks, if not from current production—the possibility 
of a substantial fall is reduced by marketing policies 
which in general have been internationally accepted, 
tacitly if not in terms of a formal agreement. 


Over-all stability of price and an average rate of 
offtake at least up to the 1960 level would serve to set 
a floor to the total receipts of the primary exporting 
countries. But this would not ensure stability or expan- 
sion in the receipts of individual countries: here, pros- 
pects are by no means uniform, differences in market 
conditions among the various traded commodities being 
compounded by the usual diversity in production out- 
come and domestic demand. 


By and large, the degree of uniformity is highest 
among the countries exporting mainly foodstuffs, partly 
because total demand for food fluctuates less than total 
demand for industrial materials and partly because it 
is among the major food items that the largest surpluses 
have recently been accumulating. But even among the 
food exporters prospects differ widely. 


In the case of cereals there are now more net im- 
porters than net exporters among the primary export- 
ing countries and crop changes are of more conse- 
quence in terms of local food supply than in terms of 
their repercussions on foreign exchange earnings. More- 
over, in view of the large and still increasing stocks— 
held predominantly in North America—the possibility 
of a significant rise in price is virtually ruled out. The 
chief determinants of the course of cereal earnings in 
1961 are the size and quality of the wheat and barley 
crops in western Europe—as the major importing region 
—and in the principal sources of supply among the pri- 
mary exporting countries. Subject to a different set of 
forces, but not wholly unrelated, is the market for rice 
in Asia. 


The European import demand for wheat is likely to 
be appreciably greater in 1961 than it was in 1960, 
the 1960/61 crop having been about 3 million tons (7 or 
8 per cent) below the 1959/60 level and, because of 
the wet weather, of a generally poorer quality. This 
reduction has been accentuated by a relatively poor 
out-turn of spring crops. It is probable, however, that 
the shortfall will be made good by North America: 
among the primary exporting countries the principal 
exporters of Latin America and North Africa have had 


poor crops and only Australia and Turkey are likely | 
to increase their wheat earnings to any substantial ex- 


tent. 


A larger European barley crop and the use of a larger 
proportion of local wheat as feed will tend to reduce 
import demand for the coarse grains. Both Argentina 
and the Union of South Africa have more maize to 
sell but, as production outside the centrally planned 
countries was up a further 3 per cent in 1960/61, prices 
are likely to be lower. Australia, Iraq and Turkey may 
export more barley, but probably also at somewhat 
lower prices. As in the case of wheat, the market for 
coarse grains will continue to be affected by the exist- 
ence of huge stocks, but support policies pursued by 
major producers are likely to keep prices relatively 
stable. 


The changes in rice production between 1959/60 and 
1960/61 are likely to induce a higher rate of consump- 
tion but a smaller volume of international trade: the 
reductions in output are concentrated mainly in the 
exporting countries, notably Burma, Cambodia, main- 
land China, the Republic of Korea and the United Arab 
Republic (Egypt); the importers have all reaped an 
appreciably larger harvest. The principal exception is 
Pakistan where the crop is somewhat below the high 
1959/60 level; this may tend to raise import require- 
ments since the wheat crop—because of drought in the 
West—also promises to be smaller than in 1960. The 
principal unknown in the rice situation is the impact of 
the crop reductions in mainland China: to meet domes- 
tic needs some 2 million tons of wheat and a large 
quantity of barley were purchased—from Australia and 
Canada—early in 1961.° About 400,000 tons of rice were 
also ordered from Burma; but this may be used—at 
least in part—to ship against previous commitments to 
other countries. Exports from mainland China had 
dropped back in 1960 from a high level of the previous 
year, but this did not prevent an appreciable decline 
in price; in view of the larger crops in most deficit coun- 
tries, a further reduction in net exports from mainland 
China may not greatly affect the market. Nevertheless, 
as in the case of wheat and barley, prices in the first 
quarter of 1961 were slightly above both the correspond- 
ing 1960 level and the average for the preceding quarter. 


Sugar exporters face an unusually uncertain situa- 
tion in 1961. The most definite development is one that 
is likely to depress the international market: a bumper 
European crop in 1960/61 will greatly reduce import 
demand. The impact of this will be softened, however. 
to the extent that purchases of Cuban sugar by the 
centrally planned countries represent a net addition to 
total demand and are not offset by a rise in exports. 


® In May 1961 Canada agreed to provide mainland China with 
6 million tons of wheat and barley over a period of two and one- 
half years. These purchases, though large, need to be compared 
with the end-of-season stocks in the hands of major exporters if 
their impact is to be assessed: in mid-1960 such stocks totalled 


66 million tons, with a further large i i 
; ge increase in prospect for 
1960/61. BAe 
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‘Production outside Europe is also well above the 
1959/60 level and free market prices in the first quarter 
‘of 1961 were below the average for both the preceding 
quarter and the corresponding quarter of 1960. For 
Cuba, therefore, unit values in 1961 are likely to be 
sappreciably less than in 1960. By the same token, unit 
values for the countries that have obtained a larger 
share of the protected United States market—particu- 
larly Peru, Mexico, Brazil, China (Taiwan), the Fed- 
eration of the West Indies and British Guiana and the 
Philippines, as well as India and Australia which have 
been allotted quotas for the first time—will be higher 
than in 1960. Commonwealth exporters—notably Aus- 
tralia, Fiji, Mauritius and the West Indies—will also 
earn more from sales to the United Kingdom as the 
‘result of a slight increase in the negotiated price, but 
‘this may well be offset if the free market price falls 
lower. 


Exporters of meat and dairy products are unlikely to 
earn much more from this trade in 1961 than they did 
in 1960. The state of herds in Oceania is such that no 
great increase in the volume of exportable meat is ex- 
pected; in Latin America an increase in Argentina will 
probably be offset to a degree by a reduction in Uru- 
-guay; and with local supplies still rising in the United 
States a further increase in beef prices seems unlikely. 
In the case of butter, the market has weakened sub- 
stantially under the pressure of large stocks and an 
imbalance between production and domestic consump- 
tion in many European countries: in the first quarter 
of 1961 international prices were about 30 per cent 
lower than in the first quarter of 1960. In these circum- 
stances the earnings of the primary exporting countries 
from butter in 1961] are not expected to reach the 1960 
level. 


The pressure of stocks is also likely to be felt by the 
beverage crop exporters. In the case of coffee, however, 
these stocks have been successfully isolated by the prin- 
cipal producers, and prices—at least of arabica types 
—are likely to be sustained in 1961 as they were in 
1960. The fact that the 1960/61 Brazilian crop was a 
third smaller than the preceding one should not prevent 
coffee earnings from being fully maintained: stocks on 
hand are in excess of a normal year’s world trade. North 
American imports, which receded in 1960 from their 
high 1959 level, may well rise again, thus increasing 
Latin American earnings. However, a further increase 
in African production—of about 8 per cent—may bring 
robusta prices, which weakened considerably in 1960 
and early 1961, under added stress, notwithstanding 
the agreement to limit exports. In expectation of this, 
some countries reduced the prices paid to growers for 


the 1960/61 crop. 


While arabica coffees were yielding much the same 
price in the first quarter of 196] as a year earlier, cocoa 
was yielding about a fourth less. In 1960, cocoa ex: 
porters were able to maintain their earnings by increas- 


ing the amount shipped; but the resultant increase in 
importers’ stocks has made a repetition of this very 
unlikely. Though an appreciable—7 to 10 per cent— 
rise in consumption is forecast, a large surplus will re- 
main from the record 1960/61 crop—even though the 
mid-year crops are reported to be smaller than in 1960 
~—keeping prices and earnings below the 1960 level. As 
in the case of coffee, growers’ prices have been reduced 
—very sharply in Nigeria. 


Compared with coffee and cocoa stocks, stocks of tea 
are at normal levels and, with production and consump- 
tion both expected to register a moderate increase in 
1961, export proceeds may well exceed the 1960 figure. 
Prices in the first quarter of 1961 were about 5 per cent 
above the corresponding 1960 average. 


Earnings from oil-seeds and vegetable oils are likely 
to be higher in 1961 than in 1960: this reflects a con- 
tinuing growth of demand, especially in Europe, a larger 
output in several of the primary exporting countries— 
notably ground-nuts in West Africa and copra in the 
Philippines—smaller stocks of soya beans in the United 
States and the radically changed position of mainland 
China. The failure of crops in several areas converted 
mainland China early in 1961 from an increasing seller 
on world markets to a large buyer. The immediate im- 
pact was on soya beans, the price of which in the first 
quarter of 1961 averaged a fifth or more above the cor- 
responding 1960 figure. But Chinese purchases also in- 
cluded ground-nuts, rapeseed, sesame seed and linseed 
oil—prices of which all rose well above the level of the 
fourth quarter of 1960—and their repercussions are 
likely to be felt throughout the soft oil market and per- 
haps to some extent in the market for hard oils, where 
prices, after declining rapidly in 1960, levelled out at 
about the low 1957 average in the early months of 1961. 


A further small increase is expected in total con- 
sumption of tobacco and several primary exporting 
countries should benefit. Production is higher in the 
Federation of Rhodesia and Nyasaland, Greece and Tur- 
key, for example; the Salisbury auctions have opened 
with higher prices than they did in 1960, though in 
Turkey prices have been lower; Greek tobacco earnings 
should gain from that country’s access to the European 
Common Market when arrangements for association are 
completed. 


Earnings from raw material exports are subject to 
much more erratic impulses from the demand side than 
are those derived from food but, as suggested earlier in 
this section, the differences in cyclical phasing among 
the industrial countries may provide an unusual degree 
of stability in 1961. 


In the case of the fibres, the rate of growth of the 
textile industry outside the centrally planned countries 
slackened measurably in the course of 1960, output in 
the fourth quarter actually falling below the corres- 
ponding 1959 level. Despite this, net cotton earnings of 
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the primary exporting countries in 1961 may well ex- 
ceed those of 1960 which were reduced by the poor 
1959/60 crops in Central America and India. The small 
increase in the world cotton production is concentrated 
in the primary exporting countries whose combined 
1960/61 crop is about 11 per cent greater than that of 
1959/60. Though the prices of extra long staple were 
somewhat lower in the first quarter of 1961 than in the 
corresponding period in 1960, those of the other staples 
were slightly higher. 

Wool earnings are less likely to show any improve- 
ment. Prices in the early months of 1961 were as much 
as 9 per cent below the corresponding 1960 average and 
the 1960/61 clip in the primary exporting countries 
was slightly smaller than the preceding one. The out- 
come for 1961 as a whole, however, is subject to two 
moderating influences. Argentina and Uruguay may ship 
rather more than in 1960, when there was some accu- 
mulation of stocks. And, potentially more significant, 
auction prices tended to rise towards the end of the 
1960/61 season, leading traders to surmise that the 
1961/62 season might open at a higher level of prices: 
the gain in earnings in the last quarter of 1961 might 
then make good part or all of the loss—relative to 1960 
—registered in the first quarter. 

Earnings from exports of non-apparel fibres are not 
expected to be much lower than in 1960. Jute prices 
were still rising in the first quarter of 1961, approach- 
ing a figure double the early 1960 average. The larger 
1961/62 crop will doubtless reverse this upward trend 
but as stocks have been virtually depleted, the market 
is expected to remain strong. In the aggregate, earnings 
from hard fibres should also be well maintained: in- 
creased industrial demand from North America should 
compensate for a reduction in agricultural demand from 
western Europe. 


Earnings from natural rubber will almost certainly 
be below the 1960 level. Prices in the first quarter of 
1961 were a fifth lower than the high average in the 
first quarter of 1960 and stocks, though not large, were 
appreciably greater than a year earlier. Given the con- 
siderable increase that has taken place in the capacity 
to produce synthetic rubber—as well as the substantial 
increase in stocks of synthetic—it seems unlikely that 
the price of natural will move far out of line with that 
of synthetic in 1961: in 1960 it averaged about 50 per 
cent above. Even if an unexpected expansion in con- 
sumption should occur—whether in the vehicle industry 
or by way of import demand in the centrally planned 
countries—a rise in price would be restrained by re- 
leases from strategic stockpiles under the formula 
agreed to in 1959, While average price is thus likely 
to be well below the 1960 figure, production is not ex- 
pected to rise much above the 1960 level, especially if 
Indonesian smallholders react to lower prices by carry- 
ing out less tapping. 

Except for tin, the non-ferrous metals entered 1961 
at a price level substantially below that of the previous 


year and with stocks substantially higher. An increase 
in demand—particularly in the United States and Japan 
—raised copper prices in March, April and May of 1961 
but the average for the first five months of the year 
remained below the average for 1960 as a whole. The 
firmer market, however, began to induce the major com- 
panies to remove the restraints on mine production that 
had been imposed in the second half of 1960. Copper 
earnings of the primary exporting countries in 1961 
may thus approximate the 1960 total. This may also be 
the case with zinc earnings: an increase of 4 per cent 
is predicted for consumption and a somewhat smaller 
increase in production. Lead earnings, however, may 
fall below the 1960 level: reductions in commercial 
offerings have been supplemented by cutbacks in pro- 
duction; compared with zinc, a smaller rise in consump- 
tion is expected and a larger surplus from 1960 has to 


be absorbed. 


After two years of severe restraint on exports, tin 
production in 1960—though a third greater than in 1959 
—was still substantially below pre-recession levels. Ex- 
ports were raised in 1960 by drawing on stocks; in 1961 
exports will depend on current rates of production and, 
after the cutbacks and closings of 1958 and 1959, con- 
siderable difficulty has been encountered in reopening 
mines and recommissioning dredges. With supply not 
responding to increased rates of consumption, prices rose 
rapidly in the early months of 1961, entering the upper 
range of the International Tin Agreement—at which the 
buffer pool may sell. At about 10,000 tons, stocks in the 
pool are smaller than the deficit predicted if current 
rates of consumption and production are maintained. 
The tightness of the market will depend not only on 
the uncertain course of production but also on the pos- 
sibility of releases from official stockpiles held in the 
United States. It is probable, however. that tin earn- 
ings in 1961 will exceed the 1960 figure. 


Earnings from petroleum are also likely to increase. 
Though prices may not rise (indeed, under pressure of 
expanding supplies from new producers and from the 
Soviet Union, prices—or, at least, producers’ margins— 
may well fall), the expected growth in consumption 
and import demand will probably ensure a further ap- 
preciable increase in the volume of exports. 


The foregoing review of primary commodity pros- 
pects leads to the rather negative conclusion that over- 
all change between 1960 and 1961 in the foreign ex- 
change earnings of the primary exporting countries is 
not likely to be large. Returns for the first quarter of 
the year—representing thirty-two countries accounting 
for about 40 per cent of total trade—indicate a decline 
of about one per cent on the results for the first quarter 
of 1960. If North American import demand picks up, 
earnings should recover, but it is probable that for the 
year as a whole the gain will be smaller than in 1959 
or 1960. 
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In contrast to the slackening in the growth in export 
sarnings, Import expenditure was continuing upwards 
m the early months of 1961: the thirty-two countries 
jited above imported about 4 per cent more in the first 
{uarter than in the corresponding period in 1960. The 
sate of growth will almost certainly decline as the year 
advances and the effect of restrictions imposed towards 
the end of 1960 or early in 1961 in a number of the 
imary exporting countries begins to be reflected in 
rading returns. Whether the trend turns downwards 
‘epends partly on the movement of earnings and partly 
yn the extent to which any further widening of the trade 
leficit can be bridged by the provision of capital in 
me form or another. 


OTHER SOURCES OF FINANCE 


There are a number of indications that export earn- 
mgs will in fact be supplemented by other means of 
mance to a somewhat greater extent in 1961 than in 

960. Reference has already been made to the large 
sefinancing operations carried out in connexion with 
the international debts of such countries as Argentina 
und Brazil and to the increase in the lending activities 
f the IMF in the early months of the year. Partly as 
result of this and of the slowing down or ending of 
the capital outflow from one or two countries, the de- 
line in the official reserves of the primary exporting 
“ountries was reversed: there was a recovery of over 
2 per cent in the first quarter of 1961 and at the end 
»f March official exchange holdings were only 2 per cent 
delow the corresponding 1960 level. 

Funds available from the other lending institutions 
were appreciably greater at the beginning of 1961 than 
u year earlier and several new sources had become opera- 
ional. Stand-by credits negotiated by primary export- 
ng countries with the IMF stood at $419 million at 
he end of March 1961, compared with $383 million at 
he beginning of the year and $208 million at the be- 
sinning of 1960. Undisbursed loans arranged with the 
BRD totalled about $1,030 million at the beginning 
of 1961 compared with $860 million a year earlier. The 
zross amount awaiting disbursement at the Export- 
Import Bank was $1,333 million at the beginning of 
1961, $393 million more than at the beginning of 1960. 


The International Development Association had come 
into operation: by April the bulk of its $1 billion cap- 
ital had been subscribed and its first loan—$9 million 
to Honduras—made, interest-free (except for a service 
charge of three-fourths of one per cent on the amount 
outstanding) and repayable in fifty years. This is a 
source of finance of considerable potential value to 
many of the primary exporting countries: it is available 
for projects that are not immediately productive of 
revenue and to countries whose balance of payments 
position—prospective as well as current—rules out com- 
mercial borrowing. 

The Inter-American Development Bank, with a cap- 
ital of $1 billion, had also begun operations: loans—on 


more or less commercial terms—were made to Bolivia 
($10 million) in February, and to Brazil ($4.7 million), 


Honduras ($2.5 million) and Nicaragua ($2 million) 
in April 1961. 


The Development Assistance Group—of eleven indus- 
trial countries drawn together in March 1960 with the 
object of better co-ordinating various bilateral aid ar- 
rangements—is soon to be merged with the newly formed 
Organisation for Economic Co-operation and Develop- 
ment (OECD) .’ The Development Assistance Commit- 
tee of OECD should be in a good position to see aid 
programmes within the broad framework of interna- 
tional payments and hence to establish principles of 
“burden sharing” which should make for continuity in 
this form of capital flow and thus help to raise the 
effectiveness of utilization in recipient countries. One 
important by-product of this multilateral approach to 
foreign aid is the provision of a much larger sum from 
public funds in the Federal Republic of Germany; in 
recent years this has averaged less than $250 million 
a year, of which the bulk has comprised reparation 
payments. 


Another group of industrial countries—brought to- 
gether by the IBRD—is still engaged in the long-range 
financing of the external requirements of India’s third 
five-year plan. The immediate needs have been provided 
for: of an annual average foreign exchange deficit of 
about $1.3 billion over the period of the 1961-1966 plan, 
at least $3.5 billion has now been arranged. Almost the 
whole of Indian export income is now pre-empted to 
maintain the normal flow of imports—raw materials 
and components, supplementary foodstuffs and fuel and 
a bare minimum of manufactured consumer goods— 
required to keep the economy running within its exist- 
ing structure; development expenditure to widen the 
capital base has to be financed from other sources. 


Part of the financing of the Indian deficit is to take 
the form of wheat and rice shipments from the United 
States. These began in mid-1960 and will continue over 
five years, and the possibility is at present under exami- 
nation of extending this method of providing resources 
not only to other food-deficit countries but also to coun- 
tries in which a supply of such basic foodstuffs might 
be integrated into development programmes that facili- 
tate the more effective deployment of local labour. The 
United States has also embarked on a deferred payment 
scheme involving the regular delivery of foodstuffs over 
a period of years to countries in which the slowness of 
local agricultural growth might act as a bottleneck on 
over-all economic development. 


DOMESTIC TRENDS 


The main impulse shaping economic trends in the 
primary exporting countries in 1960 was the expansion 
7 Apart from the members of OEEC, Japan and the Commis- 


sion of the European Economic Community are also represented 
on the Development Assistance Committee of OECD. 
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in internal demand. Although this generated strong 
pressures on the external balance and some countries 
were forced to apply restraints towards the end of the 
year, it was by no means exhausted; if liquidity difh- 
culties do not supervene, the expansion of domestic 
expenditure will again be a dominant influence in 1961. 


Whatever its magnitude, the structure of domestic 
expenditure in 1961 may differ somewhat from what it 
was in 1960, especially in its impact on import demand. 
The expansion in 1960 followed a lengthy period—up 
to two years in some countries—of more stringent con- 
trols over imports; as a result, part of the demand in 
1960 was for replenishment of inventories of most types 
of imported goods. The expansion also came in the wake 
of a marked rise in the incomes of several groups of 
exporters—most notably the producers of rubber and to 
a smaller extent the producers of long staple cotton, 
wool, butter and copra—whose expenditure in 1960 
helped to shape the pattern of imports. The size and 
pattern of imports was also influenced by the fact that 
1959/60 crops—particularly food crops—were gener- 
ally very little above those of the previous year. 


In all these respects the forces influencing demand are 
different in 1961. Inventories of imported goods are 
generally high. Apart from jute growers, few producer 
groups have enjoyed any substantial rise in income, 
while several important groups—notably those produc- 
ing wool, rubber, butter and robusta coffee—have exper- 
ienced a sharp decline. And, by and large, food, fuel and 
raw material requirements will be met to a greater 
extent from domestic production. In one respect, how- 
ever, the trend in 1960 is likely to be reinforced in 1961: 
in most of the primary exporting countries fixed capital 
formation—and hence the demand for investment goods 
from abroad—is being stepped up, especially in Asia 


and the Middle East. 


New development plans go into effect in several 
countries in southern and south-eastern Asia, including 
most notably, the Federation of Malaya, India, Indo- 
nesia, Pakistan and Thailand. In India, the third five- 
year plan entails an increase of between 6 and 7 per 
cent in public investment in 1961 and private invest- 
ment is also expected to increase. In Indonesia, 1961 is 
the first year of an eight-year development plan which 
embodies a wide-spread expansion in investment. A 
similar sectoral balance—with some emphasis on rural 
development in public spending—is being aimed at in 
the new five-year plan in the Federation of Malaya, as 
well as in the new six-year plan in Thailand which seeks 
to raise the over-all rate of growth in production from 
4 to 5 per cent a year. In Pakistan the second five-year 
plan involves a greater effort than the first: the increase 
in fixed capital formation, for example, is to be 50 per 
cent larger than it was under the original plan and there 
will be a somewhat greater concentration on agricul- 
tural improvement. 


Among most of the other countries in the region a 
further expansion of investment is contemplated. Cam- 


bodia is in the second year of its five-year plan of eco- 
nomic diversification, one of the main purposes of which 
is to reduce the country’s dependence on imports. In 
China (Taiwan) and in the Republic of Korea an 11 
per cent increase in gross capital formation is vedicted. 
In the Philippines the relaxation of credit restrictions 
in 1960 is expected to result in an appreciable rise in 
private investment in 1961. In the Republic of Viet- 
Nam, where 1961 marks the end of the first five-year 
plan, the budget has provided for increased expendi- 
ture on public works and communications, while in the 
private sector investment is expected to continue its 
expansion, except in the case of rubber where the 1960 
price decline has acted as a deterrent. In Burma, where 
investment had slackened in 1960, some recovery is in 
sight, arising partly from a strengthening of the Eco- 
nomic Development Fund for agricultural improve- 
ment, and partly from new railway expansion, financed 


largely by an IBRD loan. 


A general increase in investment is also foreseen in 
the Middle East and the Mediterranean region. A wide- 
spread expansion is scheduled in the United Arab 
Republic (Egypt) where a new five-year plan—aiming 
at a 40 per cent increase in national income—came into 
operation in the second half of 1960. In Greece, the state 
investment programme involves an increase in public 
expenditures of about a fourth between 1960 and 1961, 
with a somewhat greater emphasis on secondary indus- 
try. In Iraq increases in investment in housing and 
transport scheduled under the 1959-1963 Interim Eco- 
nomic Plan may be exceeded as a new development pro- 
gramme gets under way in the course of 1961. In Israel a 
further 10 per cent rise in fixed capital formation is pre- 
dicted: the development budget provides for increased 
expenditure in several fields, notably irrigation and 
transport. Morocco plans an appreciable rise in public 
investment, chiefly in low-cost housing and other con- 
struction. In the Sudan, where the development budget 
doubled between 1960 and 1961, rural investment con- 
tinues to predominate. Public investment is also being 
increased substantially in the United Arab Republic 
(Syria) where a new five-year development programme 
—with emphasis on transport and communications and 
irrigation—has been inaugurated. In Turkey a rise of 
more than a fifth is predicted for total capital forma- 
tion: it is expected that a large increase in public invest- 
ment will be accompanied by a smaller increase in the 
private sector. 


In this region the only country likely to register a 
reduction in capital formation in 1961 is Iran: here a 
deflationary policy was adopted in the second half of 
1960 and, in an effort to stabilize both the internal and 
the external balance, public investment was cut back. 
In Tunisia it is probable that new fixed capital forma- 
tion will remain more or less at the 1960 level: public 
capital expenditure is due to rise, but most of the 
increase is to be devoted to the acquisition of French- 
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owned farmland and shares in private phosphate con- 
cerns. 


In the other regions expansion is less likely to be as 
nearly universal as plans indicate it will be in the Mid- 
dle East and southern and south-eastern Asia. In 
Oceania, for example, the deterioration of the external 
balance seems likely to have a restrictive effect on the 
course of domestic capital formation. In Australia, 
credit restraints are aimed at reducing total demand, 
and government capital expenditure in the year end- 
ing in mid-196] has been budgeted at a lower figure than 
in the previous year. In New Zealand, the budget for the 
year ending in March 1961 provided for a sizable 
increase in capital expenditure, but here again, disin- 
flationary measures began to dominate towards the end 
of the period. 


In Latin America efforts to restore external equilib- 
rium also exercised a strong influence over policies at 
the beginning of 1961. In Ecuador planned government 
capital expenditure was cut back; in Guatemala the rate 
of public investment under the 1960-1964 development 
plan was reduced below the level of the previous plan, 
while in Brazil it is reported that “some decline in the 
rate of growth is probable” at least until the purchas- 
ing power of the cruzeiro has been stabilized. 


Elsewhere in Latin America, however, investment is 
planned to recover or increase further. In Argentina, 
road and house-building and private manufacturing are 
likely to be the leading areas of expansion. In Chile 
where investment lagged in 1960, a 55 per cent increase 
in gross fixed capital formation is the target for 1961; 
this is within the framework of a ten-year development 
programme, adopted in November 1960, which is de- 
signed to raise, permanently, the proportion of resources 
devoted to investment, with considerable emphasis in 
the early stages on agriculture. Venezuela also plans to 
raise investment from the low level of 1960, chiefly by 
expansion in construction. In Colombia the 1961 cap- 
ital budget indicates a 16 per cent rise in investment; 
as in Chile this is part of a longer-term plan to raise 
the ratio of capital formation to gross product. In Cuba 
a five-year plan, inaugurated early in 1961, has set tar- 
gets in a number of sectors; this should raise invest- 
ment above the 1960 level despite reported shortages of 
some materials and components occasioned by the dis- 
ruption of established trade patterns. Mexico intends 
to maintain the rate of expansion of recent years; the 
pace is set by public investment plans, but the outcome 
for the year will also depend on the volume of foreign 
capital available. 


In Africa, prospects are clouded not only by the bal- 
ance of payments strains generated by high import eX- 
penditure and a drastic decline in key export prices—for 
cocoa, robusta coffee and merino wool, in particular— 
but also by the flight of capital and by other economic 
repercussions of the profound constitutional and ad- 


ministrative changes that occurred in 1960 or are due 
in 1961. In East Africa it is probable that more will 
be invested in 1961 than in 1960: capital budgets for 
the year ending in mid-1961 were appreciably above 
the level of the preceding year in Kenya and Uganda 
and considerably higher in Tanganyika, while for the 
1961/62 fiscal year substantial aid has been promised 
by the United Kingdom. Ethiopia reports that “draw- 
ings on foreign credits in 1961 are likely to be much 
higher” than in 1960; and this presages a higher level 
of capital formation. In West Africa the immediate 
trend in investment is more obscure. The fall in cocoa 
price has severely reduced the flow of development 
funds in Ghana and Nigeria. In Ghana, where external 
reserves declined in 1960 to the lowest level since 1952, 
the Volta power and aluminium project is being inte- 
grated into the existing development programme and 
this may result in some temporary slowing down in 
1961. In the former French territories an indication of 
trend is given by the fact that French aid—which sup- 
ports the development budgets in these countries—ap- 
pears in the regular French budget for 1961 at much 
the same figure—NF 670 million—as in 1960. 


In southern Africa the outflow of capital had been 
brought under control by early in 1961; but an increase 
in domestic investment seems far from assured. 
Budgeted figures indicate a lower rate of public capital 
formation in 1961 both in the Federation of Rhodesia 
and Nyasaland and in the Union of South Africa. In 
South Africa railway investment is being reduced, but 
the impact of this may be offset by an expected rise in 
the capital expenditure of other publicly-owned cor- 
porations, particularly in energy and steel. The budget 
introduced in March 1961 provided special incentives 
to private investment, including a reduction in corpora- 
tion tax rates and provision for accelerated deprecia- 
tion, but the strain on the external account may pre- 
vent this policy from exercising its intended effect: in 
May interest rates were raised and the liquidity of the 
commercial banks reduced. 


IMPLICATIONS FOR INTERNAL BALANCE 


The wide-spread growth in development expenditures 
planned for 1961 is likely to increase still further the 
magnitude—both absolute and relative—of imports of 
capital goods. It will also increase total domestic de- 
mand and, hence, in some cases, reinforce the strains 
on internal equilibrium. As a result of earlier deflation- 
ary policies, better food crops and an enlargement of 
industrial capacity, some primary exporting countries 
may find it less difficult to contend with such strains in 
1961 than in earlier years. The extent to which sup- 
plies can be increased, however, remains the critical 
factor. An adequate increase in domestic output is by 
no means assured, especially in those countries in which 
the attempt to curb the growth of excessive monetary 
demand has tended to inhibit economic activity. In- 
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flationary forces remain powerful in many of these 
countries and not all of them have had satisfactory 


harvests. 

The scale of any supplementary flow of supplies from 
abroad depends on the state of external balance and in 
most primary experting countries this remains pre- 
carious. With the means of payment severely limited 


and with the highest priority being accorded to im- 
ports of materials to keep the economy running and 
equipment to expand and extend its productive capacity, 
the scope for increasing the flow of goods to match the 
rise in money incomes is closely circumscribed. Hence, 
the state of internal balance is also likely to remain 


precarious. 


Chapter 6 


RECENT TRENDS IN CENTRALLY PLANNED ECONOMIES 


The average pace of economic expansion in the cen- 
‘trally planned economies slackened somewhat in 1960 
‘as compared with 1959, but it remained at approxi- 
mately the level of the latter part of the nineteen fifties. 
‘The slackening was due largely to a decline in the rate 
of growth of national income in mainland China, Bul- 
garia, Hungary and Romania. In Poland and the Union 
of Soviet Socialist Republics, national income increased 
at virtually the same rate as in 1959 and in Czecho- 
slovakia, at a higher rate. 


The rate of growth in industrial production increased 
in Czechoslovakia, Hungary, Poland and Romania, but 
it declined slightly in the Soviet Union and to a greater 
degree in Bulgaria, Eastern Germany and especially 
mainland China. The latter country, nevertheless, con- 
tinued to record the highest rates of growth among the 
centrally planned economies. 


Developments in agricultural output were far less 
favourable than those in industrial production. Farm 
production declined in mainland China and Hungary 
and the rate of increase in output was considerably 
reduced in Bulgaria. In the Soviet Union, where out- 


put had remained stationary in 1959, and in Poland 
and Czechoslovakia, where it had fallen somewhat, pro- 
duction increased in 1960. 


Investment activity decelerated in most countries; an 
exception was Romania where it accelerated substan- 
tially. In the Soviet Union, the rate of increase in fixed 
investment remained almost unchanged. In some coun- 
tries the rise in retail sales also slackened very sub- 
stantially, but in the Soviet Union and Romania, it 
increased at a higher rate than in 1959. 


The over-all balance between supply and demand 
improved in some countries and prices of consumer 
goods were consequently reduced; in most of the other 
countries, the balance was generally maintained, though 
in some certain pressure continued to be felt, either on 
total supplies or on supplies of specific goods. At the 
same time, the supply of some goods exceeded demand 
and involuntary stock accumulation occurred. In main- 
land China, the pressure of demand upon supply seems 
to have increased in 1960, especially with respect to 


food. 


Agricultural production 


In spite of bad weather in the early part of the year 
and heavy rains during the harvest season, gross agri- 
cultural output increased in 1960 in Bulgaria, Czecho- 
slovakia, Poland and the Soviet Union. It fell, however, 
in mainland China, Hungary and apparently also in 
Eastern Germany. In general, the results attained were 
much better in crop production than in the production 
of livestock and animal products (see table 6-1). 


In the Soviet Union the small increase in agricultural 
output was due to the recovery of crop production from 
its 1959 decline. This increase was far below the average 
annual rate of almost 8 per cent foreseen by the seven- 
year plan. Since the annual rate during the first two 
years amounted to about one per cent, the fulfilment 
of the seven-year plan for agriculture would require an 
average annual rate of increase in output of more than 
10 per cent during the remaining five years of the plan. 


In mainland China, where output had increased in 
1958 and 1959, the fall in 1960 was attributed largely 
to natural calamities. Crops on over half of the area 
under cultivation were reported partly or wholly de- 
stroyed by unprecedented drought, typhoons and floods. 
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A common feature in 1960 was the generally better 
performance in production of crops than of livestock 
and animal products. In Czechoslovakia and Poland, 
crop production increased by 12 per cent and 9 per 
cent, respectively, whereas the output of livestock and 
animal products expanded by only about one per cent 
in both countries. Similarly, in Eastern Germany the 
performance of crop production seems to have been 
better than that of animal husbandry. In the Soviet 
Union the rise in crop production appears to have been 
accompanied by a slight fall in the output of livestock 
and animal products, while in Hungary the former ap- 
parently declined less than the latter. 


Data relating to the production of major crops are 
presented in table 6-2. In three countries, Bulgaria, 
Hungary and Romania, grain output fell. In Poland it 
remained at about the peak level attained in 1959, and 
in Czechoslovakia and the Soviet Union it increased by 
about 4 and 5 per cent, respectively. In the latter coun- 
try, grain output nevertheless remained more than 10 per 
cent below the peak level reached in 1958. The output 
of sugar-beets generally rose steeply in 1960, exceeding 
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Table 6-1. Indices of Agricultural Production 
(Preceding year = 100) 


Country and ttem 1956 1957 1958 1959 1960 
zr ey icultural output 93.6 116.5 99.3 118.0 102.0 
TG inane A eM 122.5 93.6 125.8 a 
Livestock and animal products....... 98.0 105.3 111.4 104.4 
Czechoslovakia x 
ss agri Eset, BOL 99.4 102.6 98.9 107.0" 
Pe ee eee ee 99.2 96.1 104.6 95.2 112.0» 
Livestock and animal products. ...... 106.6 103.5 100.3 103.4 10128 
Eastern Germany sf 
Gross agricultural output............ 96.6 Lie 109.2 103.7 
Hungary : 
Gross agricultural output............ 87.5 113.4 105.5 106.0 95.0 
Poland 
Gross agricultural output............ 107.4 104.1 103.0 99.0 105.4 
Chas 5s ee ec aan elt 284 108.1 101.9 102.0 98.6 108.8 
Livestock and animal products. ...... 106.4 107.6 104.3 99.7 100.7 
Romania 
Gross agricultural output............ 80.3 124.4 85.2 121.1 
ee PR oe eee eee es 74.7 134.8 78.4 128.8 
Livestock and animal products....... 93.5 104.9 101.7 106.8 
China (mainland) 
Gross agricultural output............ 105.0 103.5 125.0 117.0 
USSR 
Gross agricultural output..... 113.5 102.1 110.7 100.0 102.0 
ED ae ee ere res eee reer 114.8 98.5 114.6 95.6 104.0 
Livestock and animal products....... 110.6 110.7 104.6 106.3 99.0 


Source: Reports on fulfilment of plans; national 
statistical yearbooks and statistical bulletins. 

* Data announced in the report on the fulfilment 
of the plan for 1960. However, according to the 
reply of the Government of Czechoslovakia to the 
United Nations questionnaire of November 1960 


on economic trends, problems and policies, agri- 
cultural output rose by 6.5 per cent, crops by 
6.8 per cent and livestock and animal products by 
2.3 per cent. 


> Estimated on the basis of incomplete data. 


the previous year’s production by as much as 40 per 
cent in some countries. The potato harvest in Czecho- 
slovakia and the Soviet Union was poorer than in 1959, 
but in Poland it was higher. Data on output of crops 
are not available for Eastern Germany but average 
yields of mesi crops increased substantially. 


Statistics concerning crops yields are presented in 
table 6-3. In Hungary and Poland, in contrast to Eastern 
Germany, Czechoslovakia and Bulgaria, the yields of 
wheat per hectare declined in 1960, although they re- 
mained far above the average for the period 1954-1959. 
Sugar-beet yields increased markedly as compared with 


Table 6-2. Output of Major Crops 


(Thousands of tons) 
a ee ee ee ee 
Grains® 


7 Sugar-beets Potatoes 
Couniry Average i rage r 
1955-1958 1959 1960 1955-1958 1959 1960 19851958 1959 1960 
Bulgaria... . — 3,700 5,000 4.800 900 1,400 1,600 250 400, due 
Czechoslovakia 4,962 3,010 5,760 6,012 4,946 8,404 8,240 6,334 5,204 
Eastern Germany 5.944 5.948 oa 6,086 4,659 13,261 12,436 ae 
Hungary Sts 2 a fee 3,228 3,702» 3,31]> 2,012 2,680 aes 2,364. 2,366 Sips 
Poland 12,558 14,123 14,242 7,342 9,975 10,220 34,128 35,698 37,766 
lomania 8,699 10,632 9.800 1,740 3,440 3,400 2,703 2,896 a 
USSR 113.200 125,900 —:133,200 35,489 43,942 556,900 83,425 86,561 84,000 
Source: Reports on fulfilment of plans; national statistical * Wheat, rye, barley, oats and corn. 


yearbooks and bulletins; Pravda (Moscow), 2] January 1961. > Excluding corn. 
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Table 6-3. Yield of Major Crops 
(Quintals per hectare) 


+ cnn 


Country sls = Sugar beets Potatoes 
Avera rage : 3 4 a - a 

| 1954-1958 1959 _ 1960 igen tbs 1959 1960 195 1be8 1959 1960 
BEETS AC ots a0 14.2 17.32 19.08 : “166 0 216.7 238.5 j . 
B Pe is iaihals 85 5.8 a ié 4 é 7 200.3 80.6 102.7 
“uechoslovakia................ 193 229 9311 270.4 205.6 347.0 1323 1087 ©9323 
“astern Germany............. 29.7 32.5" 35.68 282.3 198.9 298.4 164.2 161.3 192.4 
| a Geena 138 17.1 16.9 191.3 2195 101.3 102.8 ‘ 
| oi a ene 148 173 16.9 201.0 159.0 285.0 125.6 128.0 131.0 
Me 9.9 13.4 131.3 171.1 e 103.3 103.6 
| SLR ine ane ae 13.18 15.28 174.0 159.0 “ 90.0 91.0 


Source: Reports on fulfilment of plans; national statistical yearbooks and bulletins. 


* Winter wheat only. 


oth 1959 and the 1954-1958 average. Potato yields fell 


in Czechoslovakia but rose in Eastern Germany and 


Poland. 


The rise in livestock production in 1960 was restrained 
sin most countries by a shortage of fodder. This shortage 
sresulted from the drought that had affected the area for 
Btwo consecutive years, particularly in Hungary and 
‘Eastern Germany. In addition, in the countries ac- 
»celerating the collectivization drive, especially the two 
«countries just mentioned, output may also have been 
-affected by initial difficulties in organizing animal hus- 
‘bandry on the collective farms. In the past, the initial 

phase of collectivization was commonly accompanied 
by a temporary fall or deceleration in the rate of growth 
of livestock production owing to increased rates of 
slaughtering of privately owned stock and to the re- 
duced care given to the collectively owned stock by the 
peasants joining the collective farms.’ 


In Hungary the number of cattle fell by about 2 per 
cent, the number of pigs by 14 per cent and the number 
of horses by more than 12 per cent, but that of sheep 

1 The timing of slaughtering may be an important factor. If 


the dates of slaughtering are advanced, the live weight of the 
slaughtered livestock will fall. 


rose by 16 per cent (see table 6-4). In Czechoslovakia 
the number of cows and sheep fell, but the number of 
all cattle rose by about 2 per cent and that of pigs by 
5 per cent. In Eastern Germany the increase in the num- 
ber of cattle was greater than that in Czechoslovakia 
and that of pigs smaller, while the number of sheep 
fell. In Bulgaria, Poland and the Soviet Union, the num- 
ber of cattle rose by 5, 4 and 2 per cent, respectively, 
and the number of pigs increased by 8, 13 and 10 per 
cent. 


The output of livestock products increased substan- 
tially only in Romania, where the production of meat 
rose by 7 per cent and that of milk by 14 per cent. Meat 
output rose by 2 per cent in Poland and 3 per cent in 
Czechoslovakia, but fell by 8 per cent in Bulgaria and 
2 per cent in the Soviet Union. Milk output remained 
almost stationary in all countries except Romania. 


The changes in the volume of agricultural produce 
procured by the government agencies were, in most 
countries, not directly influenced by changes in output. 
As shown in table 6-5, the procurement of grain in 
Czechoslovakia rose by 5 per cent in 1960—that is, by 
somewhat more than the 4 per cent rise in output—but 
in Hungary it increased by 6 per cent, although output 


Table 6-4. Indices of Livestock Numbers and Production of Animal Husbandry, 1960 
(Preceding year = 100) 


Le 


saute! Production of 
Country Cattle* hs ee Ta eae = 
Total Cows 
Piloarit ote es sce e » 105.4 104.1 108.0 101.6 91.7 100.0 DA EH 
Ccatiscbon ilies » ie 102.0 98.8 104.8 88.9 103.0 101.6 104.4 
Eastern Germany......-. 104.8 ep jas a ae ee mat 
‘Che age 98. ; ae shia se 
Pond. Re Ad ee OF 1195 96.8 101.7. 100.0 107.8 
Romania ete he eas a ee Ae ere 106.6 113.6 pie 
USSR Set oe eee ess 102.1 103.0 109.7 97.6 97.7 99.5 103.1 


pte eee SSS 
ee aaa 


Source: Reports on fulfilment of plans; national 
statistical yearbooks and bulletins. 
a Livestock data based on livestock counts during 


the following months: Eastern Germany, Septem- 
ber; Hungary, March; Poland, June; USSR, 
Czechoslovakia and Bulgaria, January. 
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Table 6-5. Indices of Procurement of Major Agricultural Products 


(Preceding year = 100) 


NN $$ 


Grain Meal Milk Egas 

Swe 1959 1960 1959 1960 1959 1960 1959 1960 

i . 7 164. 
Buloariameer nasi oe mnenele Re 104. 82 142 116 9 
Gracteclons tease nee 105 103 107 ioe 103 He Ye 
Eastern Germany...... SP fet nes 110 ae 105 aa = 
Phinigar yer sees 107 106 114 103 106 103 
Polandieee eton cia toe 116 85 94. 100 107 100 120 115 
USSR Saka ee 82 98 132 105 | 415 105 p24 114 


Source: See table 6-1. 


declined. In the Soviet Union, where output increased 
by about 5 per cent, procurement was 2 per cent lower 
than in 1959, while in Poland it fell by 15 per cent, 
despite the fact that there was no change in the level 
of output. The reduction in procurement relative to the 
output of grain in the Soviet Union and Poland was 
partly determined by a wish to increase the proportion 
of grain left on the farms, in order to increase the sup- 
ply of fodder and thus raise the output of livestock and 
animal products. In the Soviet Union, for example, cer- 
tain regions were temporarily exempted from the obli- 
gation to deliver grain to the state agencies. 


Bulgaria was the only country in which meat pro- 
curement was lower in 1960 than in 1959, the decline 
amounting to 18 per cent as compared with a fall of 
only 8 per cent in the volume of output. This was due 
largely to a government decision to reduce delivery 
quotas in order to avoid a fall in livestock numbers and 
to lay the ground for acceleration in the growth of meat 
output in the future. In Poland the procurement of meat 
remained at the same level as in 1959, while output rose. 
In the other countries, where meat procurement in- 
creased, the output of meat either fell, or increased by 
a smaller percentage than procurement. In most coun- 
tries the procurement of milk and eggs increased in 
relation to output, the rise being considerable in the 
case of eggs. Czechoslovakia and Hungary were excep- 
tions, procurement of eggs rising by less than output 
in the former country and falling by 14 per cent in the 
latter. 


The supply of producer goods to the agricultural 
sector increased during 1960 in all centrally planned 
economies. The amount of fertilizer made available rose 
by 5 per cent in Czechoslovakia and by 15 per cent in 
Poland. In most countries there were also significant 
increases in the quantity of machinery and equipment 
delivered to agriculture. In Romania, for example, the 
number of tractors supplied to agriculture increased by 
some 53 per cent, from 7,250 in 1959 to 11,500 in 1960. 
Czechoslovakia reported a 20 per cent increase in the 
quantity of farm machinery delivered to agriculture. In 
Poland the stock of tractors rose by more than 8 per 
cent. Similarly, the supply of agricultural machinery 
and equipment increased substantially in Eastern Ger- 


many, where the tractor stock of the state and collective 
farms increased by 50 per cent over 1960. Although a 
large part of this increase may reflect only the transfer 
of tractors from private to collective ownership, there 
is little doubt that the total stock rose, even if to a con- 
siderably smaller degree. In the Soviet Union the num- 
ber of tractors delivered to agriculture rose by 13 per 
cent, from 234,000 in 1959 to 266,000 in 1960, while 
deliveries of tractor-drawn seeders more than doubled. 
On the other hand, deliveries of trucks, harvesters and 
tractor-drawn ploughs and cultivators fell.’ 


The difficulties encountered in raising agricultural 
production in accordance with government plans were 
reflected in policy measures designed to accelerate the 
expansion of agriculture or to reduce the effect of 
natural calamities. In mainland China the efforts in- 
tended to overcome the effect of the fall in the harvest 
included an enlargement of the acreage under late 
autumn crops, transfer of manpower from the cities to 
the countryside and bringing new land under the plough. 
During the first half of 1960 the cultivated land was in- 
creased by at least 3.3 million hectares or about 3 per 
cent. There was also a further reappraisal of the policy 
of collectivization, continuing a trend which began in 
1959. The role played by the “communes” was further 
restricted in favour of “productive agricultural bri- 
gades”, essentially similar to the collective farms exist- 
ing in other countries. Brigades which formerly were 
to be closely integrated into the “communes” became 
independent economic and financial units. The man- 
power employed by the communal enterprises was con- 
siderably reduced and the released workers were 
transferred back to the brigades. In order to stimulate 
incentives to work, the members of the brigades were 
to receive about 70 per cent of their pay in money and 
were to be permitted to retain small plots of land for 
raising food for their own consumption. 


In the Soviet Union the efforts to accelerate agricul- 
tural production were directed towards increasing agri- 


° The number of trucks delivered fell from 77,000 in 1959 to 
66,000 in 1960; that of harvesters from 57,000 to 54,000; ploughs 
from 144,000 to 141,000 and cultivators from 122,000 to 80,000. 
Deliveries of seeders rose from 52,000 to 107,000; of grain com- 
bines from 52,000 to 55,000 and of tractor-drawn rakes from 
15,000 to 24,000. 
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cultural investment and creating additional incentives 
for agricultural producers. According to official opinions 
expressed during recent meetings of the Central Com- 
mittee of the Communist Party, the slow rate of increase 
in agricultural production cannot be attributed exclu- 
sively to adverse weather conditions in 1959 and 1960. 
Other reasons were the short supply of machinery, 
building materials and fertilizer, as well as inadequate 
incentives for agricultural producers. In order to stimu- 
late agricultural investment and output, several mea- 
sures tending to raise the profitability of collective farms 
were prepared. Prices charged on sales to collective 
farms of agricultural machinery, equipment and fer- 
tilizer were lowered in degrees ranging from 9 per cent 
for tractors to 40 per cent for spare parts and gasoline. 
It was decided to increase the supply of agricultural 
machinery and fertilizer substantially beyond the 
amounts foreseen in the seven-year plan. At the same 
time it was decided to grant substantial tax reductions 
to agricultural producers, to lower interest rates on 
long-term and short-term loans, and to defer for five 
years the repayment of loans previously granted to 
collective farms. The anticipated cumulative effect of 
these measures has been estimated at about 9 billion 
roubles per year, or some 7 per cent of the gross money 
income of collective farms in 1959. In addition, a far- 
reaching reorganization of supply agencies is to im- 
prove the delivery of machinery, repair parts, fertilizers 


and other goods to collective farms. In order to elimi- 
nate those elements of instability in the work of col- 
lective farms that are caused by the annual changes in 
their delivery quotas, and to enable them to plan their 
output for longer periods, it was decided that the con- 
tracts for delivery of agricultural produce should en- 
compass a period of up to five years. It should also 
specify the volume of deliveries and their timing, the 
officially fixed prices, and the advances to be extended 
to the collective farms during the period of the contract. 


The collectivization drive, which in several countries 
was intensified in 1959, continued in 1960. In Eastern 
Germany the share of state and co-operative farming 
rose from about 36 per cent of the total area in 1958 
to 46 per cent in 1959 and about 90 per cent in 1960. 
In Hungary the share of the state and co-operative 
sectors, which declined in 1957, rose from 29 per cent 
in 1958 to 53 per cent in 1959 and reached about 80 per 
cent in 1960. Similarly, in Romania the proportion of 
land cultivated by the state and collective farms rose 
from 55 per cent in 1958 to 74 per cent in 1959 and 
84 per cent in 1960. In Bulgaria and Czechoslovakia, 
where these two sectors had already accounted for more 
than 85 per cent of the cultivated area, further increases 
in their share in 1960 were relatively small. In Czecho- 
slovakia, the structural changes consisted mostly of 
further agglomeration of the collective farms into larger 
units. 


Industrial production 


Unlike agricultural output, industrial production con- 
tinued to increase rapidly in all centrally planned 
economies in 1960. The rates of growth, as indicated in 
table 6-6, ranged from 8 per cent in Eastern Germany 


Table 6-6. 


to 19 per cent in mainland China. The average rate of 


increase in the European centrally planned economies 


was only slightly lower than in 1959. 


In mainland China, although the rate of increase in 


Indices of Industrial Production* 


(Preceding year = 100) 


ee nn 


1960 
Country 1957 1958 1959 1960 (planned) 
Balouris wets | ee nee ey 115.9 115.0 120.4 113.4 115.3 
Getaslonts Ree yee eee 110.2 eS 110.9 MEG 110.2 
Bapternt Geral ied oe wots alse ak sid eos 107.7 (Wa By. 112.0 108.3 107.9 
SO ae ee ee a 111.8 112.9 110.8 M225 108.0 
ROLAER Meg eee yee To acu s ote Susie's & ¥ 109.5 109.8 109.0 110.9 107.6 
ROMA eee eros Leos ces 108.5 109.5 110.2 116.9 114.0 
(OISST UR eek AT oc ea ecrapei ae 110.0 110.0 111.0 110.0 108.1 
Total, above countries 109.8 110.3 HiDikt 110.3 we 
CU Err reste IrIATT LAI renee Cea re sae oa eu 166.2 139.3 119.0¢ 129.0 


Source: Reports on the fulfilment of plans; 
national statistical yearbooks and bulletins. 

a For the Soviet Union, China (mainland), East- 
ern Germany and Czechoslovakia, total industry; 
for Bulgaria, Poland and Romania, state and co- 
operative industry; for Hungary, state industry 
only. Group indices are weighted averages of coun- 
try indices. The weights used were the averages of 
the ratios of output of electric energy and indus- 
trial employment in each country in 1956 to the 
totals of the group. These indices should be con- 
sidered only as broad approximations of the 
changes in aggregate output. 

b The indices for the years 1957 to 1959 refer to 


total industry and are not comparable with the 
indices for 1960, which refer only to “planned 
industry” since 1960 data for total industry are 
not available. The announced percentage increases 
for industrial production in “planned industry” in 
1959 was 24.9 per cent. 


¢ According to People’s Daily (Peking), the aver- 
age rate of increase of industrial output in the 
eriod 1958-1960 amounted to 40 per cent annually. 
ae the ratios in 1958 and 1959 were known to 
be 66.2 and 39.3 respectively, it follows that the 
rate of increase was in 1960 approximately 19 
per cent. 
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industrial production declined by as much as 20 per- 
centage points in 1960, it nevertheless remained the 
highest of the group. In most countries industrial pro- 
duction exceeded the planned quotas; but in Bulgaria 
and, even more so, in mainland China, it failed to 
achieve the targets set for 1960—in the latter country 
by 10 percentage points. This discrepancy between plans 
and achievements in mainland China resulted in part 
from exceptionally poor weather, which impeded the 
growth of all sectors of the economy but was especially 
important in industries depending on agricultural raw 
materials. The output of consumer goods, as shown in 
table 6-7, rose by only 8 per cent as compared to the 
24 per cent increase set by the plan. 


As in the preceding years the output of producer 
goods increased everywhere at a higher rate than that 
of consumer goods, although the difference between the 
relative rates of increase in these two sectors was in 
most countries smaller than a year earlier. Among 
countries for which complete data are available, the 
only exceptions were mainland China and the Soviet 
Union, where the reverse was true. In the latter country, 


Table 6-7. 


however, it was decided towards the end of 1960 to 
accelerate the rate of expansion of consumer goods out- 
put relatively to that of producer goods. 


A common characteristic of industrial growth in the 
centrally planned economies was the tendency for the 
output of engineering, chemicals and, in most countries, 
construction materials to expand at a substantially 
higher rate than producer goods as a whole (compare 
table 6-8 with table 6-7). As compared with the pre- 
ceding year, the growth of output in the engineering 
industries accelerated significantly in Hungary, Poland 
and Romania but slackened in Bulgaria and Eastern 
Germany. The output of the chemical industry expanded 
at a faster rate than in 1959 in the Soviet Union, Hun- 
gary and Poland. In all countries, the output of fertilizer 
increased substantially in 1960.* Within the engineer- 
ing industries, the pattern of change in 1960 varied 
considerably from country to country. In Eastern Ger- 
many the highest rates of increase were achieved in the 


3 In Bulgaria by 34 per cent, in Eastern Germany (phosphate 
fertilizer) by 19 per cent and in Poland by 11 per cent. 


Indices of Output of Producer and Consumer Goods 


(Preceding year = 100) 


Country and item 1956 1957 

Bulgaria 

Producer goods......... 116.7 ie 

Consumer goods......... 113.3 119.0 
China (mainland) 

Producer goods 4... 90. 142.0 112.0 

Consumer goods........ 122.0 102.0 

zechoslovakia 

Producer goods......... 110.8 110.1 

Consumer goods........ 108.1 110.3 
Eastern Germany 

Producer goods>........ 108.5 107.5 

Consumer goodse........ 103.2 107.8 
Hungary 

Producer goodsb........ 93.1 109.0 

Consumer goods*........ 89.0 115.0 
Poland 

Producer goods. ........ 110.6 107.8 

Consumer goods........ 107.2 D2 
Romania 

Producer goods... . 114.3 109.4. 

Consumer goods........ 106.2 106.7 
USSR 

Producer goods. ........ 111.9 111.0 

Consumer goods 109.4 108.0 


Source: See table 6-1. 
* Estimated. 


1960 


1958 1959 1960 (planned) 
LEO 126.0 118.0 
113.5 116.0 113.0 
203.0 143.3 126.0 132.0 
134.0 134.0 108.08 124.0 
111.8 112.9 113.1 112.0 
110.6 107.7 109.6 Ore 
112.3 114.2 108.7 a 
109.6 109.4 103.4 
118.4 Le 114.3 110.0 
106.8 107.8 109.5 106.0 
109.1] Li3.2 et Bas 107.9 
110.8 104.9 LOGS 107.2 
110.1 114.4 114.6 
108.8 104.4. 113.0 
111.0 112.0 111.0 108.8 
107.0 110.3 107.0 106.4 


® Heavy industry. 
¢ Light industry. 
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Table 6-8. Indices of Output of Some Major Branches of Producer Goods 
(Preceding year = 100) 
oo eeeeeS—SsS—L 


Industry 

Country Engineering® ? Chemical Construction materials 

1959 1960 1959 1960 1959 —S—«S:960. 

DUIGATIO. 2 Guus es 46 143.2 124.0 126.0 ’ 118.0 4 

ORGS : ; : 118. 144.4 115.6 
Czechoslovakia........... 116.0 116.0 116.0 114.2 116.5 116.5 
Eastern Germany.......__ 118.5 110.4 110.0 ae ae 
Phun pig Acahdiends coe ee sony 114.7 119.2 113.0 118.4 118.3 110.6 
Poland. Ed. hee en ae 11h ones 116.0 118.5 120.0 Wd i 109.0 

Romaniaweecs ss... 0... 6. 115.6 122.0 120.4» 116.0» 104.0 ee 
USSReweeeae te 115.0 116.0 109.0» 112.0» 123.0 118.0 


———————— 


Source: See table 6-1. 

8 For Labor Eastern Germany, Romania and 
the Soviet Jnion, engineering and metal-working 
industries. 


production of consumer durables. In Czechoslovakia, 
Hungary and Poland the greatest expansion occurred 
in the output of industrial and electrical machinery.’ 
In the last two countries particular attention was de- 
voted to the production of machinery and equipment 
for export. In Hungary these exports increased by 24 
per cent in 1960 and accounted for about half of the 
increment in export receipts during that year, while in 
Poland they accounted for 22 per cent of the increment. 
In the Soviet Union, in accordance with the priorities 
assigned by the five-year plan, the highest rates of in- 
crease were attained in the output of chemical equip- 
ment, in equipment for oil extraction and in consumer 
durables. The output of several kinds of agricultural 
equipment declined for a third consecutive year, but 
that of tractors, self-propelled grain combines, win- 
nowers and tractor-drawn mowing machines increased 
by from 5 to 12 per cent. In Bulgaria, the high rates of 
growth in output of agricultural machinery were largely 
influenced by the further mechanization of agriculture 
and the desire to reduce the country’s dependence on 
imports of agricultural equipment. 


In most cases the expansion of output of fuels, power 
and basic materials, indicated in table 6-9, proceeded 
at a smaller rate than that of engineering and chemicals. 
In the eastern European countries the rate of expansion 
of coal and crude oil remained practically unchanged 
in 1960, the rate for coal amounting to about 1 to 2 
per cent. The output of natural gas expanded in both 
1959 and 1960 at a much higher rate than the total 
output of fuel and power, and its rate of increase ac- 
celerated during the last year both in the Soviet Union 
and in the other countries taken as a whole. In the Soviet 
Union the rate of expansion of the coal industry has 
declined during the last three years, reflecting a shift 


4 The output of television sets, refrigerators and washing ma- 
chines in Eastern Germany was higher in 1960 than the com- 
bined output in 1955-1958. 

5In Poland the highest rates of increase were achieved in the 
production of the following items: shipbuilding, 36 per cent; 
agricultural machinery, 39 per cent; electro-technical equip- 
ment, 23 per cent; transport equipment, 20 per cent. 


+ Chemical and rubber industries. 


Table 6-9. Indices of Output of Fuel, Power and 
Selected Basic Materials 
(Preceding year = 100) 
Other eastern European 
USSR countries 
Item 
1959 1960 1959 1960 
Goalies Seen oe 102 101 101.88 102.24 
Cruderoilaearee eee 114 114 102.4 102.3 
Natural rasms occas 15) WY 111.8 113.6 
Electric powerii....54 112 110 109.8 110.3 
Pigaron sae ore ee 109 109 1115 109.6 
Rolled steel.......... 109 108 108.5 112.0 
Cement....... bates a 116 iy 114.0 114.8 
Mineral fertilizer...... 104, 107 116.0 ee 


Source: See table 6-1. 
@ Hard coal, brown coal and lignite on a ton-to-ton basis. 


in priority towards oil and natural gas. The share of 
these latter two fuels in the total fuel supply of the 
Soviet Union rose from 34.5 per cent in 1959 to 38.2 
per cent in 1960.° In mainland China the output of coal 
increased by about 20 per cent in 1960, reaching a total 
of 420 million tons. Although this rate of increase ap- 
proximately equalled that of total industrial production, 
it remained substantially below the rising fuel require- 
ments of the producer goods industries and of other 
sectors of the economy. Pig-iron production increased 
in the Soviet Union by 9 per cent in 1959 and again in 
1960, while in the remaining countries the rate of in- 
crease fell from about 12 per cent in 1959 to 10 per 
cent in 1960. In contrast, the rate of growth in the out- 
put of rolled steel accelerated in these countries in 1960, 
whereas in the Soviet Union it decelerated slightly. 


The changes in the output of selected consumer goods 
shown in table 6-10 indicate that both in 1959 and in 
1960 the highest rates of increase were achieved in the 
production of durables. The decline in the output of 


6 The seven-year plan foresees that the share of crude oil and 
gas in the fuel balance should increase to 51.3 per cent by 1965. 
The output of oil and gas in the first two years of the plan in- 
creased in accordance with the planned schedule. 
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Table 6-10. Indices of Output of Selected 
Consumer Goods, 1959 and 1960 
(Preceding year = 100) 


ES 
Other eastern | 


USSR European countries 

Item SSS SS 

1959 1960 1959 1960 

Passenger carseso..:. 4 9102 LET 126 123 

Motor, cycles. 2224-5. IVS oe 115 113> 
Bieyolesete gsc ge ones 90 oe 109 ee 
Washing machines..... 134 132 128 124 
Radios ee eee fe 103 103 96 89 
Television sets........ 131 135 169 143 
Refrigerators.......... 118 124 142 141 

Suparie ee ertuer oe ee Ey 106 9] 105» 
Meairanna sac Shokaca cn: 112« 105¢ 99 102 

Butter se suse: 110° 102¢ 102 108» 
SNGCS Ae uecsanets evan ou: 109 107 129 1094 
Cottontabricsen.- 2... 107 105 108 104 
Woollen fabrics........ 108 106 107 103 
milk fabrics: - «cet eae wos) 102 108 105 


Source: Reports on fulfilment of plans; national statistical 
bulletins. 

8 Including motor scooters. 

> Excluding Eastern Germany, for which data for 1960 are 
not available. 

¢ Industrial output only. 

4 Excluding Romania, for which data for 1960 are not 
available. 


radios as well as the reduction in the rate of increase 
in the production of textiles and shoes seems to have 


resulted from government decisions taken in anticipa- 
tion of changes in demand for these goods.’ 


In most countries the rise in industrial production 
was achieved mainly or entirely through substantial in- 
creases in output per man (see table 6-11). In Eastern 
Germany and Poland industrial employment remained 
stationary and the rise in production was achieved al- 
most entirely through increases in output per man. Only 
in Bulgaria did employment increase at a much higher 
rate than output per man. In the Soviet Union, these 
two factors contributed about equally to the increase 
in production; both increased by about 5 per cent. How- 
ever, output per man-hour increased by 10 per cent, the 
difference being due to a 5 per cent reduction in average 
working hours. In Poland and Romania the rate of in- 
crease in output per man rose from about 7 per cent 
in 1959 to 11 per cent in 1960. In the remaining eastern 
European countries the growth of output per man either 
slowed down or exceeded only slightly the rate achieved 
in 1959. 


In mainland China, judging from the transfer of 
manpower from industry to agriculture, there was ap- 
parently an increase in the output per man of industrial 
workers. In 1958 and 1959 the rapid increase in indus- 
trial employment seems to have been associated with a 


7 By and large, the production targets for these goods were 
achieved in most countries. 


Table 6-11. Indices of Industrial Employment and Output per Man 
(Preceding year = 100) 
Country and item 1956 1957 1958 1959 1960 Peels 

Bulgaria 

Industrial employment... 105.2 1t5.1 107.0 116.9 110.7 109.0 

Output per man... cs. 107.2 99.3 107.1 103.0 102.78 105.7 
Czechoslovakia 

Industrial employment... 102.4 103.7 103.6 103.5 104.4 102.7 

Output per man......... 106.8 106.3 107.4 107.1 106.9 107.3 
Eastern Germany 

Industrial employment. . . af 103.6 102.6 102.1 100.1 

Output per man.......... 109.9 103.9 108.7 110.0 108.2 
Hungary» 

Industrial employment... 102.1 100.9 104.0 106.1 106.5 104.0 

Qutput per man......... 89.0 AR 108.0 104.7 105.6 104.0 
Poland 

Industrial employment... 104.2 103.5 101.0 101.4. 

2 Bio .! 100.1 100. 

Output per man......... 104.7 105.8 108.4. 107.6 110.8 1070 
Romania 

Industrial employment 101.6 100.2 103.6 10; Des 

en : hz 3. 03.8 105.3 S 

Output per man......... 108.7 108.2 105.8 107.0 11.0 Lo 
USSR 

Industrial employment... 104.0 103.0 102.6 103.4. 104.8 

Output per man..... 107.0 106.5 106.0 107.4 105.0 105.0 


Source: See table 6-1. 
* Output per production worker. 


» State industry. 
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fall in average output per man resulting from lack of 
skill on the part of newly employed labour: in many 
instances the new workers served as trainees rather than 
as production workers. But even apart from this, the 


number of workers hired during that period consider- 
ably exceeded requirements. The reduction of this re- 
dundant labour force seems to have been a factor raising 
the average output per man in industry in 1960. 


National income, investment and retail trade 


The rate of increase in national income in 1960 was 
the same as in 1959 in the Soviet Union but it was higher 
in Czechoslovakia and lower in all other countries. The 
decline in growth rate was very small in Poland but 
more significant in Hungary and Romania, and espe- 
cially marked in Bulgaria. In mainland China, for 
which comprehensive data are not available, the slack- 
ening in the expansion of industry and the fall in agri- 
cultural production probably reduced the rate of 
increase in national product very sharply. In all coun- 
tries, except in Czechoslovakia, the actual rates of in- 
crease achieved in 1960 were lower than the rates 
planned for that year. These differences were significant 
in Hungary and Romania, and especially great in Bul- 
garia and mainland China (see table 6-12). 


In most countries, fixed investment increased at a 
considerably slower rate than in 1959, the greatest de- 
celeration occurring in Bulgaria and in Hungary—by 
27 and 31 percentage points, respectively. In the Soviet 
Union, the rate of increase in investment remained 
practically unchanged. The only country where invest- 
ment accelerated in 1960 was Romania, where the rate 
of increase rose from about 17 per cent in 1959 to 
26 per cent in 1960. A slackening in the rate of growth 
in investment was provided for in the plans of most 
countries, but, in fact, the rates actually achieved were 
in most cases lower than anticipated. In the Soviet Union 
and in Romania, the plan for 1960 provided for an 
acceleration of investment; in the former country the 
difference between planned and actual increase in in- 


Table 6-12. 


vestment was slight, but in the latter, it was significant. 
In the Soviet Union, the slight under-fulfilment of the 
investment plan was largely due to the fact that de- 
liveries of machinery and equipment were 5 per cent 


lower than planned; the construction targets came close 
to being fulfilled. 


The allocation of investment by industrial branch 
underwent significant changes in most countries in 1960. 
In the Soviet Union the changes in the rates of increase 
in investment in 1959 and 1960 are shown by the fol- 
lowing indices (preceding year = 100) : 


1959 1960 
Chemical industryco. 4, .catee Lc: | 159.0 133.0 
Metallurpical industry. ..4..261.94 1910: 122.0 112.0 
Oil andsrasimdustty.<vs..c7 ete ae tle 114.0 110.0 
Fleciric power stathone an ness ek ae 104.0 104.0 
Machine building industry.............. 139.0 123.0 
Buildimevymateniales ach oe ee neat 116.0 
Timber, paper and wood-working industries 117.0 106.0 
Light industry and food industry........ 134.0 115.0 
Transport and communications.......... 121.0 M220 
Aor iculeur C8 ys atte a wattave a ricacrste sad rence 87.0 119.0 
Cultural and health services............ 118.0 120.0 


8 State investment, excluding investment of collective farms. 


There was a sharp deceleration in the growth of in- 
vestment in the chemical and metal industries, as well 
as in engineering, light industry and food production. 
State investment in agriculture increased by 19 per 
cent in 1960, whereas in 1959 it fell by about 13 per 
cent. It should be noted that, despite the deceleration 
in investment in almost all industries listed in the table, 


Indices of National Income, Retail Sales and Investment* 


(Preceding year = 100) 


National income 


Country 1958 1959 1960 1960 

So ee ee 068 1216 1070- 1215 
Czechoslovakia. ...... 107.9 106.0 108.8 106.0 
Eastern Germany’..... 110.9 108.5 ae fe 

Hungary............. 106.2 108.0 105.5 109.9 
elanid em were ee 8 2 105.6 105.3 105.0 105.7 
MANIA on ee ns 3 103.4 113.1 1080 112.5 
LOSSSS] aves crete 3G eee ee 111.3 108.0 108.0 109.0 


Source: National statistical yearbooks; reports on fulfilment 
of plans and replies of Governments to the United Nations 
questionnaire of November 1960 on economic trends, problems 
and policies. mn 

. a constant prices except where otherwise indicated. 


> For Bulgaria, centrally planned investment; for Czecho- 


Retail sales Investment 


1960 


1958 1959 1960 1960 1958 1959 
(planned) 
TOV ee GO Omen tae2 114.5 148.0 121.2 
101.1 OG 2 LOT Ae LOZ ile Ke ey TI 
109.6 110.2 107.0 ar 116.9 115.4 109.0 
oie; —— ey, ICY) CO? 115.3 140.8 110.0 
105.4 110.4 102.0 105.0 Oe TUNER Moy 
98.3 106.0 115.7 106.0 109.1 116.7 126.4 
106.2 108.0 111.0 107.0 TS One 20m 


slovakia, Eastern Germany and Poland, total investment; for 
Hungary, Romania and the Soviet Union, state and co-operative 
investment. Figures for Czechoslovakia are of a somewhat 
narrower coverage than those given in United Nations, World 
Economic Survey, 1959 (Sales No.: 60.11.C.1). 

¢ In current prices. 
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total state investment increased at approximately the 
same rate in 1960 as in 1959.* 


Changes in the rates of increase of investment in 
various industries in other centrally planned economies 
are shown in table 6-13. It appears from these data that, 
as in the Soviet Union, the share of agriculture in total 
investment increased in Bulgaria, Hungary and Poland, 
but it fell in Romania and Czechoslovakia. In the first 
two countries and in Romania, there was also an increase 
in the share of housing. The share of industry increased 
in Hungary and Romania, but fell in Bulgaria, Czecho- 
slovakia and Poland. 


The volume of retail trade increased at a lower rate 
than in 1959 in Bulgaria, Eastern Germany, Hungary 
and Poland. In Czechoslovakia, the rate of increase was 
virtually unchanged, while in the Soviet Union and in 
Romania it exceeded the rate of 1959. In several coun- 
tries, the actual increases in sales were greater than 
planned, but Bulgaria and Poland failed to fulfil their 
plans for the expansion of retail sales. In most countries 
the rise in retail sales was associated with continuing 
shifts in demand from food to non-food consumer goods. 
This is clearly indicated by the indices of retail sales 
shown below (preceding year = 100): 


Food Non-food 
1959 1960 1959 1960 
Czechoslovakia,... 106.4 102.4. 109.0 113.9 
Fastern Germany.. 107.8 104.3 114.6 110.3 
RG eary ee ee 110.7 109.8 114.4 12 
olandaeee sere 105.8 105.32> 116.4 96.74 
Romania ene 102.0» 111.0% 108.0 120.0 


@ Computed on the basis of the first nine months of the year 
> Excluding public catering. 


In most countries for which data are available, the sales 
of consumer goods other than food increased in both 
1959 and 1960 at a considerably higher rate than sales 


8 The apparent discrepancy cannot be readily explained owing 
to lack of adequate data relating to other industries, notably 
coal, housing and local industries. The rise in investment in agri- 
culture could not compensate for the decline in other sectors 
because of its relatively low share in the total. 


of food. During preceding years, a similar trend was 
noticeable in the Soviet Union and Bulgaria, for which 
countries no data are available for 1960. 


The indices of national income, retail sales and gross 
fixed investment assembled in table 6-12 do not provide 
information sufficient for estimating changes in the 
allocation of national product in any detail. For Czecho- 
slovakia, apart from the data on gross fixed investment 
and retail sales, there are also available indices of per- 
sonal consumption, indicating an increase of 9 per cent 
in 1960 or about the same rise as in national product. 


The only two countries for which more detailed in- 
formation on the allocation of national income could 
be derived from available statistics were Bulgaria and 
Poland. In Bulgaria, as shown in table 6-14, total con- 
sumption increased by about 5 per cent, accumulation® 
by about 3 per cent and national income by 7 per cent, 
the higher increase in national income being accounted 
for by a decline in net imports. The difference between 
the 12 per cent increase in retail sales and the 5 per 
cent increase in consumption may have been due to a 
shift from on-the-farm consumption to the purchase of 
food from co-operatives and the state network of trade.*° 
The difference between the 2] per cent increase in gross 
fixed investment, as depicted in table 6-12, and the 
3 per cent increase in accumulation in table 6-14 is not 
easily explainable owing to lack of data.” 


In Poland, consumption in 1960 increased only 
slightly less than retail sales; net fixed investment rose 


® Accumulation is defined as net fixed investment plus capital 
repairs and changes in inventories. 

10 Tt should be noted that data on consumption in 1960 relate 
to total consumption, which includes personal as well as social 
consumption. Personal consumption might have increased some- 
what more than 5 per cent. 

11 Gross fixed investment relates only to outlays of centralized 
funds, whereas accumulation includes total net fixed investment 
plus capital repairs and changes in inventories. The difference 
between the two figures may, therefore, be due to changes in 
inventory accumulation and to lower rates of growth of outlays 
from non-centralized funds in the state as well as in other sectors 
of the economy. 


Table 6-13. Indices of Gross Fixed Investment, by Sector 


(Preceding year = 100) 


eee 


: Bulgaria _ Crechoslovakia 
Seclor age 
1959 1960 1960 
eeey ju peepee hy Oe deerleky Sanaa 144. 119 112 
AMEE... Sou oo onda mae oe 177 159 2 
DU area Rees ede ea ctl eo wi shh : ne 
Transport and communications... 129 112 107 
FIG Sin g yae sac Wats Scie « sekc ancoe | 
POUCH Ce Maen tly oes «oe \161 124) 
Social and cultural services... .. , | 122» 
Tota, 148 121 iS 


Source: Reports on fulfilment of plans: znik § 
Tulhim I plans; Rocznik Statystyczny, 
Gene Statisztikai Havi Kézlemenyek, No. 2, 1961 


Hungary Poland Romania 
1959 1960 1959 1960 1959 1960 
iiekes Wks. i ae 104 109 129 
wali 132 107 114. ew 110 
140 of 135108 oa 
150 J) 16 C6 ee 
oe — 110 100 110 150 

e | 137 102 
1 Eas ne 
(ig 90) 128 113 119 11 

137 110 Ly 107 Lay 126 


Excluding kody and collective farms. 
’ Health and social security only. Investment in education, 
physical culture and the like increased by 18 per cent. 
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Table 6-14. Bulgaria and Poland: Allocation of National Income 


Bulgaria Poland 
Fin Rea if nerease Increase 
Bilis of vent 1967 prise” RASS HASH t00 A960 sam Ta 
(percentage) } a ( AES 
iGonsumption.............. 27.3 30.5 32.0 ; 25 5\ Seal 
Dicoral consumption.... 25.2 28.1 a ‘ 3306 a on a 
Social consumption. ..... 2.1 2.4 ie 24.7 7G 
Accumulation............. 6.5 isl 13.5 3 nT 84.1 89.1 6.0 
Net PAVOSEDIEME pen «kann 53.8 62.9 64.8 3.0 
: Increase in stock........ ; ey. eee nine Dow Dee 24.3 146 
Total, above items......... 33.8 43.7 15.5 4 332.8 355.7 364.8 25 
Balance of foreign trade.... 0.5 —20 —0.9 —115 -174 -96 
National income........... 34.3 4l.7 44.6 if a PAlleews 338.3 355.2 50) 


ES aa ca 


Source: Trybuna Ludu (Warsaw), 9 February 1961: Rabot- 
snichesko Delo (Sofia), 17 December 1960, 28 January 1961: 
.Rocznik Statystyczny, 1960; Statisticheski Godishnik na Narodna 
Respublica Bulgaria, 1960 (Sofia). 

a Estimates of components of national income in 1960 were 
-derived from data on national income, accumulation and the 


by about 3 per cent and the change in inventories by 
15 per cent, bringing about a 6 per cent increase in 
accumulation. The sum of investment and consumption 
increased much less than national income, reflecting a 
sharp fall in net imports. Accumulation increased in 
1960 in relation to both national income and consump- 
tion. 


The effect of these changes in the allocation of na- 
tional income on the supply and demand situation can- 
not be ascertained, owing to lack of data on disposable 
personal income. It seems, however, that in most coun- 
tries the increases in income payments and the demand 
for consumer goods did not exceed the rise in supply. 
In some countries, restrictions imposed on the growth 
of income seem to have reduced or even eliminated the 
pressure that had developed in the preceding year. In 
other centrally planned economies, however, certain 
pressure continued to be felt, either on total supplies 
or on supplies of specific goods. As in the preceding 
year, the rising demand for meat could not be fully 
satisfied in several countries, owing to a less than pro- 
portionate increase in supply. 


balance of trade in foreign trade prices which has been revalued 
in domestic prices. Consumption was derived as a residual. The 
estimated figures are to be viewed as approximations showing 
the direction of changes rather than indicating their exact 
magnitude. 


In most countries, a factor restraining the rise in 
demand in relation to supply of consumer goods was 
the fact that average money wages were not allowed 
to increase as rapidly as output per man. As shown in 
table 6-15, Bulgaria was the only country in which 
money wages rose more than output per man. The rise 
in output per man relative to wages was most significant 
in Hungary and Poland. In the latter country, output 
per man rose in 1960 by almost 11 per cent, while 
average money wages increased by only about 2 per 
cent. The total wage bill, which in 1959 increased by 
about 11 per cent, rose in 1960 by about 3 per cent. 
But since the total of pensions, subsidies and social 
security benefits declined slightly in 1960, total non- 
farm income increased less than the wage bill. Money 
income of the agricultural population derived from 
sales to the state purchasing agencies does not seem to 
have increased more than non-farm income, since de- 
liveries of grain declined and those of meat and milk 
remained at their 1959 level. It appears, therefore, that 
total money incomes rose only slightly more than sup- 
plies of consumer goods. Prices in state and co-opera- 


Table 6-15. Indices of Output per Man and of Moncy and Real Wages in Industry’ 


(Preceding year = 100) 


ns 


1958 ; 
Country Output Money Real 

per man wages wages 
Bulgaria soc. ek vc 107.1 102.2 102.4 
Czechoslovakia..... 107.4 102.1 102.1 
Eastern Germany... 108.7 103.2 104.9 
Hiuioiryise 5 108.3 101.3 101.0 
Poland seer eee. 108.4 105.6 103.8 
Romania.......... 105.8 111.0% 


Source: Reports on fulfilment of plans; national 


statistical yearbooks and bulletins. 


1959 1960 
Output Money Real Output Money 
per man wages wages per man wages 


106.2 103.5 104.5 102.7 106.9 
107.1 102.2 104.6 106.9 103.0» 
110.0 es soe 108.2 105.0 
104.7 103.0 104.3 106.2 101.7 
107.6 107.8 103.7 110.8 102.1 
107.0 105.0» sae WN 109.0 


a Wages relate to average earnings per worker. 
b Average earnings in all sectors of the economy. 


Part II. CURRENT ECONOMIC DEVELOPMENTS 


tive retail trade, as well as on the free market, increased, 
on the average, by about one per cent. Demand for 
certain goods, however, caused substantial pressure on 
supply; thus food prices in state trade rose by about 
5 per cent and prices of meat on the free market in- 
creased as much as 12 per cent. The cost of living of a 
worker’s family appears to have increased more than 
2 per cent and real wages seem to have been slightly 
reduced. 


In Hungary, as in Poland, the much smaller rise in 
wages than in output per man was a factor tending to 
restrain the demand for consumer goods in relation to 
the supply. Average wages in state industry increased 
by less than 2 per cent, but real wages may have risen 
even less because of increases in the cost of living which 
in the Budapest area amounted to 1.4 per cent. The 
changes in the money income of the farm population 
cannot be ascertained owing to lack of adequate data. 
As in Poland, the pressure of demand for particular 
foods was reflected in price increases on the free market, 
as indicated by the 14 per cent rise which occurred in 
1960 in Budapest. 


In Bulgaria, unlike Poland and Hungary, average 
money wages in industry increased in 1960 more than 
output per man, tending to raise demand relatively to 
supply. Average wages for the economy as a whole seem 
to have risen about 8 per cent. The rise in the total wage 
bill was even greater, probably exceeding the 12 per 
cent advance in retail sales. But money income of agri- 
cultural producers seems to have increased less, partly 
in connexion with population shifts from agriculture to 
non-agricultural occupations. It seems, nevertheless, that 
total money income of the population derived from the 
sale of goods and services to the State rose in 1960 more 
than retail sales, although the magnitude of this dif- 
ference cannot be ascertained. The pressure of demand 
upon supply of consumer goods, or more specifically, 
on food, was reflected in price increases on collective 
farm markets which, after falling in 1959, rose in 1960, 
as shown by the following indices (preceding year = 


100) : 


1959 1960 
First quarters: deias wen 95.0 105.7 
De cond vmarten an. ain ances 98.8 114.5 
ind seas tetec gat one ye be 90.4. 113.1 


These increases indicate that supplies of particular 
foods, especially meat, did not increase in line with 
rising demand. The difficulties encountered in increas- 


ing the supply of meat in Bulgaria are best indicated 
by the fact that, while the 1960 plan provided for a 
17 per cent increase in sales of meat, actual sales in state 
and co-operative trade in the first six months of 1960 
increased by only 3.3 per cent as compared with the 
corresponding period in 1959. 


In Czechoslovakia and Romania, the supply and de- 
mand situation seems to have improved substantially, 
bringing about a reduction in the prices of consumer 
eoods. In Czechoslovakia the savings to consumers due 
to price reduction amounted to 1.8 billion korunas, or 
some 2 per cent of retail sales. Average real earnings of 
wage and salary earners increased by more than the 
3 per cent rise in money wage rates. Apart from the 
rise in wages, the real income of the urban population 
was augmented through increases in pensions and re- 
ductions in certain school fees. The personal money 
income of agricultural producers increased substan- 
tially in 1960 as a result of higher output and increased 
sales. The average remuneration of members of collec- 
tive farms (in cash and in kind) rose in 1960 by 10 
per cent. 


In Romania also, the improvement in the supply of 
consumer goods relative to demand was reflected in a 
reduction in retail prices in state and co-operative trade. 
Average money wages increased by 9 per cent and real 
wages by 11 per cent. In addition, pensions were raised 
on the average by 26 per cent in 1960. 


In the Soviet Union, the real average per capita in- 
come of the working population increased by 5 per cent 
in 1960. This increase included, however, not only the 
money earnings of urban and rural workers (net of 
taxes) but also income in kind, pensions and aid, and 
the computed value of housing subsidies and _state- 
provided services such as education and health. It is 
probable that the real income of the urban population 
increased by more, and that of the rural population by 
less, than the 5 per cent average. This is suggested by 
the fact that agricultural output increased by less than 
5 per cent. Since the number of agricultural producers 
does not seem to have changed appreciably and since 
prices received for sales of agricultural products, as 
well as the share of income distributed among members 
of collective farms, seem to have remained relatively 
stable, it is probable that the per capita income of agri- 
cultural producers did not increase more than the total 
output of agriculture. 


Foreign trade 


The turnover of foreign trade (exports plus imports ) 
of all the centrally planned economies excepting main- 
land China expanded by 8 per cent in 1960 (see table 
6-16). Although considerably less than the rate of 
growth of 19 per cent experienced in 1959, the 1960 


growth rate was none the less higher than that of 1958 
and was about equal to the average for the second half 
of the nineteen fifties. 


The deceleration was common to all countries of the 
group except Romania, where the rate of increase in 
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Table 6-16. Foreign Trade Turnover" 
eee 


Country 5d (Indices, Ber ie year-100) old Ge Weegee 

Pal pits Saree eraee ale Cato cs Scns 105.3 141.4 115 
Czechoslovakia....................... 104.6 115.9 1134 15038 
Eastern Germany..................... 104.1 115.2 106.0 17,440 
ine ee rie 112.3 118.3 117.3 7,391 
Poland. MATTER Oe id foe Orme ah itartle Swen 102.6 aes th 109.0 11,282 
iolnityergte Oe A CA oe ae ee en rn 105.0 107.8 Wall tl 4,556 
URS Ere ee eee ye ea ae G 103.9 PAS) 105.0 44,159 

TOTAL, COUNTRIES LISTED ABOVE 104.5 118.5 108.5 104,913 


ee 


Source: Reports on fulfilment of plans; national 
statistical yearbooks and bulletins; Statisztikai Havi 
Kézlemenyek, No. 2, 1961. 

* Exports plus imports. Indices for 1958 and 


foreign trade turnover in 1960 was 3 percentage points 
greater than in 1959. The slackening in the rate was 
greatest in Bulgaria, where a 41 per cent increase in 
1959 gave way to a 16 per cent increase, and in the 
Soviet Union, where the increase in 1960 was only 
5 per cent as compared with 21 per cent in the preceding 
year. These were the two countries that had experienced 
the greatest acceleration in the rate of advance in 1959. 
Eastern Germany was another country where the slack- 


Table 6-17. Exports and Imports 
(Millions of roubles) 


Country and item 1958 1959 1960 
aden 
DOSS ees oder ales 1,494. 1,869 2.32 
BRE OELS oe eh sss 1,467 2,319 2,526 
lance. cc cece 27 — 440 —205 
Czechoslovakia 
PERMITE esa Da sabe 98 6,053 6,908 7,976 
Era POriS gaye ereh cn 5,429 6,410 7,262 
ia a re 624 498 714, 
Eastern Germany 
Exports..... Say 7,959 8,486 
Inmertss.-ce-<ce. ss 0,119 7,969 
[Paite s: .ee ee eee 840 Bid. 
Hungary 
ee ee 2,767 3,102 3,506 
PEADOELS Iw 45 oo eee a 2,094, 3,196 3,885 
alance®.aens oes 213 — 94, —379 
Poland 
BERIT Gales idle dh vane ata 4,238 4.581 fay ok Os} 
Hranonts once eis 4,907 5,678 5,978 
alance...........  —669 — 1,097 —675 
Romania 
| os ae ae 1,873 2,090 
OPOLIGee ee. te e o vie 1,927 2,007 
he a Ces —54 83 
USSR 
PSPORIS. ones oi a et 17,191 ZA ,763 
[iret Gncnanon andere | alittle: 20,293 


ALATLCe aT resi —207 1,470 


Source: See table 6-16. 


1959 differ from those in United Nations, World 
Economic Survey, 1959 because of revision of data. 

>’ Converted into roubles at official rates of 
exchange. 


ening of growth in foreign trade turnover was consider- 
able in 1960. In Czechoslovakia, Hungary and Poland, 
the rate of advance was between one and 3 percentage 
points lower than in 1959. 


Separate data on imports and exports are available 
for only four countries, three of which improved their 
trade balances in 1960. Bulgaria and Poland, each of 
which experienced trade deficits in 1959 amounting to 
24 per cent of exports, succeeded in expanding their 
exports in 1960 at a greater rate than imports, thereby 
reducing their deficits by 50 and 40 per cent respec- 
tively (see table 6-17). In Hungary, on the other hand, 
the relatively minor deficit of 1959 increased fourfold 
in 1960 because of a considerable rise in imports. In 
Czechoslovakia, exports advanced more than imports, 
with the result that net exports, which had declined in 
1959, rose substantially in 1960. 


Data oh changes in the commodity composition of 
the trade of the centrally planned economies in 1960 
are available for only three countries (see table 6-18). 
These data indicate a further increase in the share of 
machinery in the exports of all three countries, as well 
as in the imports of Czechoslovakia and Hungary. The 
increasing importance of trade in machinery and equip- 
ment seems to be common to all the centrally planned 
economies and is partly attributable to the general 
tendency towards a greater division of labour among 
them, which has been reflected in increased national 
specialization in the production of different types of 
machinery and equipment. 


In Czechoslovakia and Hungary the increase in the 
share of machinery and equipment in exports was asso- 
ciated with a decline in the aggregate share of food, 
agricultural raw materials and manufactured consumer 
goods. In Poland, however, the share of manufactured 
consumer goods continued to rise whereas that of fuels 
and industrial raw materials declined. 


Changes in the geographic distribution of trade among 
the centrally planned economies in 1960 cannot be ade- 
quately assessed because of limitations of the available 
data. Concerning countries for which data are available, 
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Table 6-18. Commodity Composition of Foreign 
Trade of Centrally Planned Economies, Selected 


Countries 
(Percentages of total exports and total imports) 


Country and item 1958 1959 1960 
Czechoslovakia 
Exports: 
Machinery and equipment.... 43.4 44.1 44.6 
Fuels and industrial raw 
materials manent et omnis. old 291 29.5 
Food and agricultural raw 
Materials rcs ae aa Gel 6.5 5.0 
Manufactured consumer goods 18.4. 20.3 20.4 
Imports: 
Machinery and equipment.... 18.7 20.3 21.6 
Fuels and industrial raw 
Watetials ayer aes Gee eae ton 54.7 53.0 bard 
Food and agricultural raw 
Wiaterials seem eh saat: 23.1 23.9 22.0 
Manufactured consumer goods — 3.5 2.8 3.3 
Hungary 
Exports: 
Machinery and equipment.... 35.8 34.6 37.9 
Fuels and industrial raw 
Materiale tavern se oe 2320) 23.6 23.1 
Food and agricultural raw 
miettemals § Ate mise 22,0 2201. 20.8 
Manufactured consumer goods 17.9 WN 18.2 
Imports: 
Machinery and equipment.... 16.8 25.4 26.7 
Fuels and industrial raw 
TALE TIal See ean science one 10a 60.9 59.7 
Food and agricultural raw 
TA LETI ALG pert tech sit Seu cli ace 8.5 9.0 8.5 
Manufactured consumer goods 4.6 4.7 Sal 
Poland 
Exports: 
Machinery and equipment.... 26.8 26.3 28.0 
Fuels and industrial raw 
TALE Tal ge gets pete a 50.8 49.0 43.8 
Food and agricultural raw 
MATCH ales per eee cae 16.9 18.2 18.1 
Manufactured consumer goods 5.5 6.5 10.1 
Imports: 
Machinery and equipment.... 26.7 Pf ls Pita 
Fuels and industrial raw 
materiale <can nee senate 53.9 48.5 515 
Food and agricultural raw 
OCW © oe Meraers oe em 11.0 16.9 16.0 
Manufactured consumer goods 8.4 7.0 5.4 


ee eee 
Source: See table 6-16. 


the share of the Soviet Union in the trade of Eastern 
Germany declined from about 46 to 42 per cent of the 
total and in the trade of Czechoslovakia from about 36 
to 34 per cent. In Czechoslovakia the shift was both 
towards trade with the other European centrally 
planned economies and with the rest of the world (see 
table 6-19). The geographic pattern of Polish and Hun- 
garian trade remained virtually unchanged in 1960, ex- 
cept for a slight increase in the share of the rest of the 


world in the trade of the latter country. In the aggregate, 
the proportion of the trade of these four countries that 
is conducted with the Soviet Union fell from about 37 
per cent in 1959 to 35 per cent in 1960." 

A comparison of data on the total trade of the Euro- 
pean centrally planned economies shown in table 6-19 
with the indices of the trade of these countries with 
the rest of the world shown in table 6-20, indicates that 
the share of the rest of the world increased in the total 
trade of both the Soviet Union and the other European 
centrally planned economies. Thus, whereas the total 
trade of the Soviet Union in 1960 was 5 per cent higher 
than in 1959, its trade with the rest,of the world was 
greater by some 22 per cent. Similarly, the total trade 
of European centrally planned economies other than 
the Soviet Union rose by 11 per cent while their trade 
with the rest of the world rose by 16 per cent. 

The trade of all centrally planned economies with the 
rest of the world expanded in 1960 at a considerably 
greater rate than in 1959 and its percentage increase 
was greater than that of world trade as a whole. The 
acceleration in the rate of growth from 6.5 per cent in 
1959 to over 16 per cent in 1960 was due in large part 
to the expansion of the trade of eastern European coun- 
tries at a rate of increase which was about twice that of 
1959. The acceleration in the trade of the Soviet Union 
with the rest of the world was considerably smaller but 
none the less substantial. On the other hand, the trade 
of mainland China with countries not belonging to the 
eroup of centrally planned economies, which had fallen 
by 10 per cent in 1959, rose by about 6 per cent in 1960. 


Whereas in 1959, for the group as a whole, the rate 
of growth of exports to the rest of the world came quite 
close to the rate of growth of imports, in 1960 it was 
significantly lower. In effect. net imports rose from 
about $43 million in 1959 to $230 million in 1960. This 
increase resulted from the emergence of a deficit in 
Soviet trade and a rise in the trade deficits of the other 
eastern European countries, which were only partly off- 
set by the small export surplus of mainland China. The 
deficit incurred by the Soviet Union was brought about 
mainly by a fall in its net exports in trade with western 
Europe and a rise in its import surplus in trade with 
Latin America; the deficit in its trade with Asia and 
the Far East declined. The larger trade deficits of other 
eastern European countries were due mainly to higher 
net imports in trade with Canada and the United States 
and with Asia and the Far East. The slight export sur- 
plus of mainland China reflected mainly a fall in its 
net imports in trade with western Europe and an in- 
crease in its net exports in trade with Asia and the 
Far East. 

The very considerable expansion of trade with the 
rest of the world was associated with some changes in 


‘In 1959 the total trade of these four countries accounted 
for about 88 per cent of the total trade of “other eastern Europe” 
le for about 80 per cent of the group's trade with the Soviet 

inion. 
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Table 6-19. Geographical Distribution of Trade of Centrally Planned Economies 


(Exports plus imports in millions of roubles) 


ee 


Centrally planned economies 


Country and year ; Thi, Heat of the 
\) y y USSR od Henle : ; : leg ne worlds Total 
Bulgaria ; 
ROG YS cae 2 See leone 848 tl 
pike Sai AS 4 78 460 2 
1959 Lit ie a 2.185 1,118 78> 807 a 
EP nicl -p, Ra hee ae ee Las 4,847 
Czechoslovakia 
Ss Saciks | SLA IONS eee eee 3,796 3,22] 912 BIDS 11,482 
ae SG usc ICL 4,741 3,763 976 3,838 13,318 
1 I de CARO a ee 5,126 4.7314 841e 4,540 15,238 
Eastern Germany 
82 StS ayy a en 9 6,160 Saline 1,037 3,909 
v1 6, 35 y : 14,278 
LAP TIO, oth ei a el 7,644 3,854 1,009 3,948 16,455 
EG Seer ete Re Oe 7,400£ ante her ae 17,440 
Hungary 
MO Giee en Cee io che coe 1,429 Mees ee 427 le29) rol. 
LASTS Et 8S, Ge oth ae nae ce ee 1,853 2,013 404. 2,028 6,298 
no 6b are hy A eee en 2.195 2,384 402 2,410 7,391 
Poland 
(AS 3855 ee See ee eee ee 2,397 BZoo 479 4,031 9,145 
bo OW ae LE en eae Nan 3,061 2,703 473 4,022 10,259 
Jd Rees 3 ae Oe, Ana gee 3,422 2,967 467 4,426 11,282 
Romania 
1958 CO ee ae: eee 1,957 CIS 190 878 3,800 
(ESS, > One 7 eens pee ae ae 1,939 1,033 274 851 4,097 
13300 1 a eh on a A ue it eed oe 4,556 
USSR 
1958 | Roce ter, a 18,103 7,001 9,485 34,589 
[ILS S50 aaa Sah oh dae Uae 21,879 9,377 10,800 42,056 
[A268 ho, ee, aN Ont get, a ae me ae 44,159 
Total, above countries 
1958 aR eee ones Flake e's 17,314 30,094. 10,124 24,045 81,577 
RO ets. cies ee 2 21,423 36,363 12,591 26,294. 96,671 
RCs ret Se na la Bs ie? aes ; 104,913 


Source: Reports on fulfilment of plans; national 
statistical yearbooks and bulletins. 

* Including trade with Yugoslavia. 

+ China (mainland) and North Korea only. 

e Data on distribution estimated on the basis of 
eleven months. 

4 Because of the lack of adequate statistics, the 
trade with “‘other Asian countries” and Yugoslavia 
is included. In 1959 the volume of the Czecho- 
slovakian trade with Yugoslavia was equal to 
131 million roubles and with “‘other Asian coun- 


its geographical distribution. These were brought about 
by more than proportional increases in trade with 
Canada, the United States, Latin America, Africa and 
Yugoslavia, and less than proportional increases in trade 
with the Middle East, Asia and the Far East and Fin- 
land. Trade with western Europe, Australia and New 
Zealand expanded at only a slightly higher rate than 
total east-west trade. 


A particularly high rate of increase was achieved in 


trade with Canada and the United States. Trade with | 


this region had risen substantially in 1958 but the expan- 


tries” (Mongolia, North Korea and North Viet 

Nam), 184 million roubles. The corresponding 

figures for 1958 were 160 and 122 million roubles. 
© Mainland China only. 

f Derived from the article in Ekonomicheskaya 
Gazeta (Moscow), 24 February 1961, according to 
which the trade of Eastern Germany with the 
Soviet Union is to attain 1.9 billion new roubles in 
1961, or 13 per cent more than in 1960. The im- 
plied value of trade in 1960, expressed in old 
roubles, amounts to 7,400 billion roubles. 


sion came to a virtual halt in 1959. The 50 per cent 
advance in 1960 reflected an 87 per cent rise in imports 
while exports remained practically unchanged. Imports 
by European centrally planned economies, other than 
the Soviet Union, from Canada and the United States, 
already relatively substantial in 1959, rose by 75 per 
cent, while the less significant imports of the Soviet 
Union and mainland China rose about two and five times, 
respectively. Trade with Latin America also expanded 
at a very high rate but its exact magnitude cannot be 
ascertained because of lack of data on exports to Cuba. 
Trade with Africa rose 25 per cent, or at a somewhat 
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Table 6-20. Trade of Centrally Planned Economies with Rest of the World* 
(Millions of dollars) 


a EE ESE eee 


Other eastern European 


Soviet Uni SSS China (mainland)® Total 
OTe nion c é ir senhal armep S 
Area and year Exports Imports zports Imporiz Exports Imports Exports Imports 
Canada and United States is a =46 113.5 5.7 73 79.6 143.7 
1958... 22. e eee ee ne ee Se pe a 106.0 <5 17 978 128. 
ee ee 26.1 165 67.2 185.0 5.6 8.7 98.9 240.2 
Ce eee 19.1 48.3 81.4 99.4 24 ld 102.9 159.1 
oe ee ee 28.2 44.1 100.7 104.4 0.2 2.3 129.1 150.8 
WGC ee ee 18.1 114.7 91.1 131.9 0.7 18.0 109.9 264. 
eine a 117.6 129.0 191.1 133.8 225 438 331.2 306.6 
Ose eet 8 cay 114.2 113.8 153.2 138.2 26.0 39.3 293.4 291.3 
ie es SA 130.9 150.0 142.8 35. 58.6 288.1 332.3 
Sa SE ake ag 601.7 472.8 1,078.8 1,008.3 183.4 452.4 1,863.9 1,933.5 
ee 738.2 484.6 1,163.9 1,186.5 213.0 393.9 2,115.1 2,065.0 
1060 Boe ee 608 710.0 13728 1.3042 252.9 370.4 2,495.6 2,384.6 
Aa aot 129.2 133.7 54.0 50.7 3.9 8.4 187.1 192.8 
OO meee sic: 147.3 140.0 555 40.2 ry 16.5 207.5 196.7 
Ue ORs ae een 148.0 140.0 60.0 44.8 6.0 5.5 214.0 190.3 
sae rereneh... of 57.8 36.6 136.9 87.0 1.5 4.6 196.2 128.2 
OR ie as 57.6 47.2 112.5 100.2 2.6 14 172.7 148.8 
POGOe ee ti. ee 57.2 52.8 155.6 127.5 0.5 12 213.3 181.5 
fa and the Fag East : 
ee Gea ee oe 100.4 146.2 53.0 68.9 437.6 2088 591.0 423.9 
10500 ee he hae 113.8 253.2 62.5 83.6 354.2 170.9 530.5 507.7 
Oi coy ee a 158.8 225.0 71.7 132.0 376.0 178.0 606.5 535.0 
Australia and New Zealand 
LOR i eetae en 4 Pen as 15 1.9 10.3 55.1 9.4 29.8 21.2 86.8 
O50 ce tet Ph Rt eee 1.0 12.3 7.8 57.0 8.4 37.0 17.2 106.3 
TOGD Ae eek ee 12 39.4 9.7 54.0 31.0 22.6 124.4 
Africa 7 - = 
150 peters See Peta, Say 5.0 24.5 42. 18.0 24.2 12.7 71.3 55.2 
OR). te Oke Te 9.3 48.8 46, 18.0 21.4 21.5 76.7 88.3 
LOGO Meee ee ee 30.0 65.8 48. 24.5 12.0 25.9 90.0 116.2 
Total 
1055 cy ae 1,051.6 1,015.9 1,702. 1,634.7 690.6 7792 3,444.4 3.4208 
105010 an our 1,240.2 1,164.7 1.764. 1,834.1 635.7 684.5 3,640.0 3,683.3 
[O(a oe 1411.7 1,525.1 2.026. 2,146.7 701.1 697.3 4,138.9 4,369.1 


Source: United Nations, Direction of International Trade, Sta- 
tistical Papers, Series T, a joint publication of the Statistical 
Office of the United Nations, the fntetnational Monetary Fund 
and the International Bank for Reconstruction and ‘Develop- 
ment (Sales No.: 60.XVII.12); estimates of the Division of 
General Economic Research and Policies of the United Nations 
Secretariat; Statisches Bundesamt, Wirtschaft und Statistik, No. 3, 
1961 (Mainz). 


@ Exports from and imports to the centrally planned econo- 


lower rate than in the preceding year. This expansion 
reflected a 30 per cent increase in imports and a 17 per 
cent rise in exports. The 23 per cent growth in trade 
with Yugoslavia resulted about equally from increases 
in exports and imports, and stemmed mainly from a 33 
per cent rise in trade with the eastern European countries 
other than the Soviet Union. 


mies, as derived from data published by their trading partners 
outside the group; data relate to the whole year. In some cases 
estimates were made on the basis of several months of 1960. 


® Imports from Cuba in 1960 estimated on the basis of the 
sugar trade exclusively. Exports to Cuba not included in 1960. 


* Including trade between Eastern Germany and the Federal 
Republic of Germany. 


4 General exports included for the United Kingdom. 


Trade with western Europe, the most important trad- 
ing region, rose by about 17 per cent, reflecting an 
increase of 18 per cent in exports and of 15 per cent in 
imports. These changes differed significantly from those 
in the preceding year, when exports rose by about 14 
per cent but imports by only 7 per cent. Soviet exports 
to western Europe, which rose by 23 per cent in 1959, 
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were 18 per cent higher in 1960 but imports grew by 
47 per cent as compared with 3 per cent in the preceding 
year. Opposite changes occurred in the trade of the 
other eastern European countries; the rate of growth 
of their exports accelerated from 8 to 18 per cent, but 
the growth rate of imports decelerated from 18 to 10 
per cent. Mainland China expanded its exports to the 
sarea at a slightly greater rate than in the preceding 
year, while its imports continued to decline, although 
pat a lower rate. Trade with Australia and New Zealand, 
having shown a 14 per cent increase in 1959, increased 
chy 19 per cent in 1960 as a result of an increase in trade 
rof the Soviet Union that was only partly offset by a 
1 one in the trade of the other centrally planned 
=conomies. 


The rate of growth of the trade of the centrally plan- 
ened economies with Asia and the Far East, which 


expanded at a less than average rate, accelerated from 3 
per cent in 1959 to about 10 per cent in 1960. This rise 
was mainly accounted for by the trade of eastern 
Euopean countries other than the Soviet Union, which 
enlarged their imports from that area by 58 per cent 
and their exports by 15 per cent. Soviet exports to Asia 
and the Far East rose by 40 per cent but imports fell 
by 11 per cent. Mainland China’s exports to this area 
advanced by 6 per cent and imports by 4 per cent. The 
imports of all the centrally planned economies from this 
area rose by over 5 per cent and exports by more than 
14 per cent. Trade with the Middle East, following a 
decline of 8 per cent in 1959, rose by 6 per cent in 1960; 
this was due to a 14 per cent increase in imports, the 
effect of which was partly offset by a 2 per cent con- 
traction of exports. Trade with Finland, which had 
risen by about 6 per cent in 1959, remained constant in 


1960. 


| Table 6-21. Composition of Trade of Centrally Planned Economies with Rest of the World® 


(Millions of dollars) 


~ 


Other eastern European 


Soviet Union countries China (mainland) 7 Total 
Sor) cose doa Exports Imports econ Imports Exports Imports Exports Imports 
Foodstuffs 
Pen wae. 47.9 50.1 150.6 93.9 32.0 6.5 930.5 150.5 
Se ee peels 103.3 35.3 162.7 90.8 26.1 0.3 992.1 126.4 
2 See 83.4 43.0 205.2 »©121.1 50.6 3.4 339.2 167.5 
Fats and oils ‘ 
ee 0.2 4.0 2.0 12.0 55 = 7.7 16.0 
2 }e re 0.4 38 2.9 10.4 33 0.1 6.6 13.8 
SSS a nes 25 4.1 a8 ae nee) 2.3 19.1 13.9 
eee. NR eS By 78.6 31.1 50.9 135.2 29.8 A7.2 159.3. 213.5 
| a eee 102.3 21.7 576) 1137 57.6 15.6 217.4 151.0 
oo Rae 138.2 63 85.8 147.9 108.7 615 332.8 273.1 
Pi aaa es -oa A ey 94.3 75.6 7 a a 169.9 Z 
ae eee 133.5 0.2 79.5 1.2 4 
a reer £. 155.0 83.1 2.2 4.5 0.2 242.7 2.4 
ae -* ie 12.6 13.0 39.9 42.8 Sue 34.8 58.0 190.6 
sf ern 12.9 11.1 44.5 51.2 4.9 42.5 62.4 104. 
SS SS ie ae Ie a 23.8 28.1 59.2 69.1 5.0 54.9 87.9 
cor Baba ata ee eas 73.9 66.9 76.3 0.3 10.1 85.2 160.3 
(ee ee ee ee 14.3 98.2 63.9 98.1 = 24.0 78.2 220.3 
aS a anes 19.6 174.0 rah Ee 0.5 23.4 106. 
ete anethl a 73.4 105.4 110.2 —-162.8 24.3 24.4 207.9 292.6 
a oe. OT 9 983 115.8 156.1 (05 971 194.9 351.5 
Pee. t..- L 1156 166.1 223.5 48.5 140.6 
Total 4 123.0 918.5 925.2 
325.0 277.5 496.1 524.7 97.4 
2 ae oP 5 268.1 526.8 521.5 111.7. 179.8 1,065.1 969.5 
ie pea Te ee ieee 501.7 488.4 691.1 702.7 299.0 286.3 1,421.8 1,477. 


Source: United Nations, Commodity Trade Statistics, Statistical 
Papers, Series D, January-June 1960. 
Bix sorts from and spose into the centrally planned econo- 


ies, as orded by their trading partners, during January-June 
Se aac an Trade between Eastern Germany and the Federal 
Republic of Germany not included. 
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Data on changes in the commodity composition of the 
trade of the centrally planned economies with the rest 
of the world (see table 6-21) are available only for the 
first half of 1960. They are based on information from 
a limited number of partner countries, the trade of 
which with the centrally planned economies amounted 
to only about three-quarters of total east-west trade. 
Notwithstanding these limitations, the available infor- 
mation permits a few general conclusions about the 
composition of this trade, although the precise magni- 
tudes might perhaps have been different if more com- 
plete data had been available. The most significant 
change in the composition of commodity trade during 
the first half of 1960 as compared to the corresponding 
period of 1959 was a decline in the share of foodstuffs 
and a rise in that of raw materials in both the imports 
and the exports of the centrally planned economies. 
Another significant change was a fall in the share of 
mineral fuels and lubricants and a corresponding rise 
in the share of miscellaneous manufactured goods in 


Plans 


The plans for economic development in 1961 provide 
for aslowing down of the rate of expansion in industrial 
production in all the countries listed in table 6-22.** In 
the Soviet Union, the planned deceleration is very small, 
amounting only to about one percentage point, but in 
Poland and Romania the planned rate is about 3 per- 
centage points, and in Hungary and Bulgaria, nearly 
9 to 6 percentage points, below the rate actually achieved 
in 1960. Within the industrial sector, output of pro- 
ducer goods is generally planned to rise at a higher rate 
than that of consumer goods. The difference between 


13 Data are not ayailable for mainland China and Eastern 
Germany. 


Table 6-22. 


for 


the exports of the centrally planned economies to the 
rest of the world. 

In 1960 the centrally planned economies were again, 
as in 1959, net importers of chemicals, machinery, 
transportation equipment and other manufactured goods 
and net exporters of foodstuffs, raw materials and espe- 
cially mineral fuels and lubricants. Changes in the trade 
balances of specific commodity groups as measured by 
their relation to exports were most significant, during 
the period under review, in the trade of the raw mate- 
rials group; the export balance fell in absolute terms, 
while its ratio to total exports of raw materials declined 
from 30 per cent in the first half of 1959 to about 18 
per cent in the corresponding period of 1960. Net ex- 
ports of food increased slightly and their ratio to total 
food exports fell. Whereas imports of fats and oils ex- 
ceeded exports during the first six months of 1959, a 
net export balance was experienced in the first half of 
1960. Net imports of chemicals and other manufactured 
goods increased substantially in absolute terms, while 
net imports of machinery and equipment rose sharply. 


1961 


the planned rates of increase in these two sectors is quite 
considerable in most countries but in Romania it is 
negligible. 


The advances in industrial production are to be 
achieved largely by further increases in output per man 
and to a much smaller extent by higher levels of em- 
ployment. In Bulgaria, however, the planned rise in 
output per man is only slightly to exceed that scheduled 
for employment. By contrast, in Poland, employment is 
to be only one per cent higher while output per man is 
planned to grow by over 6 per cent. In most of the cen- 
trally planned economies, industrial employment is 


Planned Targets for 1961 


(Indices, 1960 = 100) 
ee 


Item Bulgaria zechoslovakia Hungary Poland Romania USSR 
National income............. 111.6 see 107.0 105.0 115.0 109.0 
Gross fixed investment....... 105.0 107.9 100.0 109.2 124.0 112.5 
Retailsales. 20x pis 01s ye 4 107.1 104.2 104.6 104.3 115.0 105.8 
Industrial production. ....... 107.8 109.3 107.8 107.7 113.5 108.8 
Producer goods........... 110.0 or 109.5 108.9 113.8 109.5 
Consumer goods........... 105.2 a 105.3 106.4 113.0 106.9 
Industrial employment... .. .. 103.5 102.6 102.3 101.1 104.1 102.6 
Output per man in industry... 104.1] 106.5 105.6 106.4 109.0 106.0 
Agricultural production... ... 107.1 108.0 104.3 119.0 
Housing CONAMHCHON ce i452 ioe 114.0 110.0 ee 132.0 114.0 
Foreign trade turnover...... 108.9 109.8 112.5 108.7 111.0 106.5 
Sie: Menasha 11.1 109.8 117.0 111.0 
Imports.......0.0...0..0. 106.7 109.8 108.6 107.8 a 


Source: Plans for 1961; replies of Governments to t 


on economic trends, problems and policies, 


he United Nations questionnaire of November 1960 
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planned to advance at a slower rate than in 1960. The 
rise in output per man is planned to accelerate in 
Bulgaria and the Soviet Union, to remain unchanged in 
Czechoslovakia and Hungary and to decelerate in Poland 
and Romania. 


All plans for 1961 place special emphasis on the ex- 
pansion of agricultural production, especially animal 
husbandry. In the Soviet Union, the area under cultiva- 
tion is planned to increase by 3 million hectares or 
about 1.5 per cent and grain production is expected to 
exceed the record crops for 1958. Very high rates are 
planned for meat, milk and wool, whose output is to be 
raised by 18, 13 and 12 per cent, respectively. State 
investment in agriculture is to rise by about 13 per cent 
over 1960. In Bulgaria, the plan for 1961 provides for 
a further shift from bread grains to fodder and indus- 
trial crops. While output of bread grains is to be about 
2 per cent higher, output of fodder is planned to rise 
by 14 per cent, that of tobacco by 38 per cent and that 
of grapes by 49 per cent. Considerable advances are 
also planned for animal husbandry; cattle numbers are 
to be 9 per cent larger and output of milk and meat 16 
and 10 per cent higher, respectively. Agricultural pro- 
duction is to increase by 4 per cent in Poland, 7 per 
cent in Czechoslovakia and 8 per cent in Hungary. The 
highest over-all rate of growth in agricultural produc- 
tion in 1961 is planned by Romania: the planned ex- 
pansion amounts to 19 per cent. In almost all countries, 
national income is planned to grow in 1961 at a higher 
rate than in the preceding year; the sole exception is 
Poland, where the planned rate remains unchanged. The 
planned acceleration is particularly large in Romania, 
where the rate is to rise from 8 to 15 per cent, and in 
Bulgaria, where it is to rise from about 7 to 12 per cent. 
In both countries the acceleration seems to reflect the 
accelerated rates of expansion planned for agriculture 
and sectors other than industry, since industrial pro- 
duction is scheduled to advance at a slower rate than 


in 1960. 


Gross fixed investment is planned to increase at a 
lower rate than in 1960 in most countries. In Poland, 


however, and to a less extent in the Soviet Union, the 
percentage increase in fixed investment scheduled for 
1961 is greater than that achieved in 1960. Hungary, 
on the other hand, does not provide for any increase in 
state fixed investment. A common characteristic of in- 
vestment plans for 1961 is the concentration of outlays 
on completion of projects already under construction. 


The expansion in supply of consumer goods as re- 
flected in retail sales is scheduled to slow down in all 
countries with the exception of Poland. In the Soviet 
Union the deceleration is planned to amount to more 
than 5 percentage points, and in Hungary and Bulgaria 
to about 3 and 4 percentage points, respectively. 


In the Soviet Union, as in the preceding year, real per 
capita income of the working population’ is planned 
to expand by 5 per cent. In Bulgaria, real per capita 
income is to rise by 9 per cent. No information is avail- 
able on planned increases in real wages except for 
Hungary; there they are scheduled to be about 2 per 
cent higher in 1961. The efforts to improve the housing 
situation are to be continued and in all countries which 
have announced their targets for 1961 the planned rate 
of increase in construction is to be accelerated. 


Foreign trade turnover is planned to increase at a 
higher rate than national income in Hungary and 
Poland, and apparently also in Czechoslovakia, but at 
a lower rate in the remaining countries. In most coun- 
tries the rate of growth in foreign trade turnover planned 
for 1961 is lower than that achieved in 1960. In the 
Soviet Union, however, the foreign trade turnover is 
scheduled to accelerate and in Romania the rate is to 
remain unchanged. The foreign trade plans of Bulgaria, 
Hungary and Poland, which in 1960 had substantial 
trade deficits, provide for much greater expansion of 
exports than of imports. Net imports are planned to be, 
reduced by about 70 per cent in Hungary, by some 40 
per cent in Bulgaria and by about 17 per cent in Poland. 


i4 As already stated, this concept includes money earnings, 
income in kind, pensions, aid and the computed value of state 
services such as education, health, housing subsidies and others. 


Economic situation in Yugoslavia 


In accordance with the national economic plan, Yugo- 
slavia’s national income rose in 1960 at a considerably 
lower rate than in the previous year, the rate dropping 
from 18.7 per cent in 1959 to 8 per cent in 1960 (see 
table 6-23). This slackening was due mainly to a fall 
in agricultural output after the exceptionally good 
harvest of 1959. Though agricultural output was ex- 
pected to be lower than in the preceding year, the fall 
was larger than planned; instead of the 3 per cent 
decline foreseen in the plan, it amounted to over 6 per 
cent. The actual changes in 1960 as compared to the 
planned changes for different branches of agriculture 


can be seen from the following indices (preceding 
year = 100): 


1960 1960 
(planned) (actual) 

Total agricultural output.......... 97 94 
CRODS crn linin ets Ee Hae es 93 90 
Ge ath eevee WIG ca RCSL ert ocaners 72 61 
AE CT eee rer oar Oe Bate Senet 116 89 
Apimal hushandryess wees == 119 108 


It should be noted that, although the total output of 
agriculture fell in 1960, it was still 54 per cent higher 
than the average level in 1951-1955. Whereas the output 
of crops declined, the output of livestock and animal 
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Table 6-23. Yugoslavia: Selected Indices of Economic Activity 


(Preceding year = 100) 


1960 1961 
Ttem 1958 1959 1960 (planned) J 
TIC OMMO Ie ina seen ae oe hae ene 101.8 118.7 108.0 108.1 112.6 
er peeertte cl mae, aes 105.4 114.5 104.0 106.1 108.0 
Gross fixed investment..........-.++--- WZ Pic He a ; 
Volume of retail sales..............----- 105.6 ee ae ; wee 
Value of retail sales: ..2.700ac008 oe 108.9 ie cha ay: ato 
Gost’ of living index: 2... 000 p24 se 103.2 he ey in ee 
Industrial production, total,.........-..: 110.9 13. Ds ee : 
Producer c0gds sea gives wineries 113.1 116.9 119.6 ; ne 
Semi-manufactured goods...........-- 110.6 111.5 112.8 a 
Consumersp00ds)..725 auch sean ere 109. 114.7 116.8 110. 
Klectricupowetied.ajic0 ua rats saree 117.7 110.2 110.2 is 
Coaleieee naan erie my ro eerare ener earns 105.4 dele? 106.0 ae 
Employment in industry............-+-- ee on el ee 
Output per man in industry...........-. : i es a on 


Nerieuliurdl OUlpUb. can. esq. Mae ae 


en nnn Ee 


Source: Reply of the Government of Yugoslavia 
to the hal Nits questionnaire of November 
1960 on economic trends, problems and policies; 


products rose in 1960, although to a smaller extent than 


had been planned. 


Industrial production, in contrast to agricultural out- 
put, slightly exceeded the amount planned, increasing 
by more than 15 per cent as compared with the 14 per 
cent envisaged in the plan. 


Personal consumption in 1960 advanced at a slower 
rate than national income, the increase in 1960 amount- 
ing to 4 per cent as compared with 8 per cent for national 
income. On the other hand, the rise in the volume of 
gross fixed investment kept pace with that in national 
income. In the distribution of investment, a shift towards 
the industrial sector occurred in 1960: the share of in- 
dustrial investment in total investment expenditure ad- 
vanced from 41.1 per cent in 1959 to 45.0 per cent in 
1960, and that of agricultural investment declined from 
21.3 per cent to 17.3 per cent." 


As in previous years, the rate of expansion in output 
of producer goods exceeded that of consumer goods, 
but the discrepancy between the indices became rela- 
tively smaller. 


Employment in industry, contrary to the experience 
in previous years, rose less rapidly than output per man. 
The price level in 1960 was markedly higher than in 
1959, partly because of the deliberate government policy 
of raising prices of services, which were considered ex- 
cessively low, and partly because of pressure of demand. 
The retail price index rose by 6.7 per cent over 1959 
and food prices alone increased by almost 10 per cent. 
Rents for residential housing, however, were raised by 
150 per cent, and this, together with considerable in- 


15 According to the 1961 plan, this shift will continue in the 
current year; the share of industrial investment is planned to 
amount to 46.2 per cent in 1961 and that of agricultural invest- 
ment to decline to 16.8 per cent of total investment outlays. 


Indeks, No. 2, 1961 (Belgrade) ; Statisticki Godisnjak, 
1960 (Belgrade). 


® January-November. 


creases in prices of other services, such as transport and 
electricity, lifted the cost of living by about 11 per cent. 


The rise in the cost of living index was more than 
offset by an increase in nominal wages, amounting on 
the average to 13 per cent, which raised real wages by 
2 per cent.'® In spite of a fall in agricultural output, the 
real income of the peasant population remained more 
or less constant, owing to an 8 per cent increase in the 
prices paid for agricultural procurements. The value of 
turnover in retail trade rose by 19 per cent in 1960, 
while the volume was about 11 per cent higher. 


Imports and exports both expanded in 1960 by ap- 
proximately 20 per cent (see table 6-24), and the trade 
deficit increased correspondingly. Significant changes 
occurred in 1960 in the structure of imported goods. 
The share of food products in imports declined con- 
siderably, from 19 per cent in 1959 to 9 per cent in 
1960, while the share of machinery and transport equip- 
ment rose from 28 per cent to 37 per cent. The structure 
of exports, however, did not change significantly. The 
share of agricultural products in total exports advanced 
from 21 per cent in 1959 to 23 per cent in 1960, mainly 
because of a sharp increase in meat exports, while the 
share of industrial products declined slightly. 


The Yugoslav plan for 1961 foresees a rise of 12.6 
per cent in national income. Industrial output is planned 
to grow by 12 per cent and the output of agriculture 
by 16 per cent. The plan also foresees an expansion of 
8 per cent in the volume of personal consumption and 
of 11 per cent in social consumption. State and co- 


16 Data on money and real wages as indicated in the reply of 
the Government of Yugoslavia to the United Nations question- 
naire of November 1960 on economic trends, problems and poli- 
cies. The data apply to all wage and salary earners; real wages 


in industry and mining seem to have increased more than the 
average. 
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Table 6-24. Yugoslavia: Balance of Payments 
(Billions of dinars) 
eee 


Exports of goods 
Imports of goods 
Balance of merchandise trade 


Total balance on current account 


Balance of other transactions on current account.... 


1958 1959 1960 ( plaad) 
132.4 143.0 WALL 181.0 
205.5 198.4 241.4 243.5 

Sock ood = (K0);3) O25 
26.1 19/2 Pals Die 
—47.0 = — 48.6 —39.0 


—_—_—_—_——————————————————————————————————————eEEEEEESESESESEFEFESEE 


Source: ye of the Government of Yugoslavia 
to the Unite ations questionnaire of November 
1960 on economic trends, problems and policies. 


operative investment are to increase by 5 per cent and 
agricultural investment at a greater rate. 


Foreign trade is planned to expand at a lower rate 
than in 1960, when exports as well as imports rose by 
20 per cent over 1959. In 1961 imports are planned to 
remain virtually unchanged and exports are to increase 
by about 6 per cent. During 1961 the foreign trade of 
Yugoslavia will be influenced by the recently intro- 
duced currency and foreign trade reforms. The system 
of multiple exchange rates, which was effective until 
1960, is being replaced by a unitary exchange rate of 
750 dinars to the dollar. Since the multiple exchange 
rates for foreign trade transactions varied from 500 to 
1,200 dinars to the dollar, the effect of the reform on 
foreign transactions will be the same as that of a re- 
valuation on goods previously sold at a rate higher than 
750 dinars to the dollar and of a devaluation on goods 


“In foreign prices converted into dinars at 
official exchange rates. 


sold at a lower rate. One of the goals of the reform is 
to abolish direct government controls over foreign cur- 
rency allocation and to induce enterprises to base their 
export and import decisions on profitability at the pre- 
vailing prices and customs duties. 


On the import side, a customs tariff originally apply- 
ing only to capital goods is being extended to all im- 
ported goods, and fixed duties will be introduced during 
the current year. Concerning exports, the system of 
subsidies paid by the State to exporting enterprises will 
also gradually be abolished, and the exporting enter- 
prises will have to prove their competitiveness at the 
existing rate of exchange by cutting costs. In order to 
facilitate these reforms, the International Monetary 
Fund, the United States and some western European 
countries have extended credits to Yugoslavia amount- 
ing to $275 million. 


